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TO OUR SHAREHOLDERS

THE CREATION OF THE NATION'S LEADING MARKETING SERVICES COMPANY

During 2006, Valassis took measures to further diversify the
business and to facus mere attentively on the consumer.

We experienced a 77 peicent decrease in revenue in 2006 from
2005, however, we did exceed our most recent guidance of $1.60
earnings per share before one-time charges and ADVO acquisition
costs. While fiscal 2006 was an off year, we rermain optimistic
about our long-term prospects. Throughout my 22 years with
Valassis, | have found that down years have often preceded some
of the most robust years in the company’s rich history. | am looking
forward to leading Valassis to new heights in this era of change.

We undertook an enormously important transaction in 2006:

the acquisition of ADVO, Inc., the nation’s leading direct mail
media company. This deal makes Valassis the leading marketing
services company. The combined company offers customers
unique, diverse and complete media plans for their value-oriented
advertising content. Superior customer solutions will altow us to
build market share in the product and customer segments we
compete in and serve,

Our acquisition of ADVO further advances a key growth strategy
put into effect eight years ago. The acquisition is a logical
extension of this strategy and accelerates our ongoing product
and customer diversification efforts. Today, with the combined
company, no single customer category comprises more than

20 percent of our company’s revenue, and no single customer
accounts for more than 5 percent of revenue,

Valassis and ADVO have complementary products, services,
capabilities and customers, We are excited to add shared

mait to our portfolio in 2007 and believe this highly efficient,
expansive product portfolio allows us to craft customer solutions
which clearly demonstrate our competitive advantage. We are
unmatched in our ability to optimize media plans for customers
and deliver measurable results.

This acquisition also will strengthen our free-standing insert
(RS} position in an industry that continues to be price competitive.

In addition to our newspaper distribution network, we can

now provide our customers an alternate proprietary distribution
method, Distributing the co-op FSI through ADVO's established
ShopWise® program provides value to the shared mail package.
The combination of the two products is a win for consumers,
retailers and consumer packaged goods {CPG) manufacturers.

Together, we serve more than 15,000 advertisers worldwide,
including 96 of the top 100 L.S, advertisers and 77 of the top
100 global advertisers. Qur diverse customers include leading
consumer packaged goods manufacturers, grocery, mass and
drug retailers, quick serve restaurants, specialty retailers, direct
marketers and the financial services, automotive, entertainment
and telecommunication industries. We provide our customers
with integrated solutions, beginning with the initial planning
stages where our sales team establishes itself as both consultants
and confidants. In 2008, we sold 182 integrated solutions t¢ 75
customers. Integrated solutions at Valassis incorporate three or
more of our products and services in a single campaign.

Valassis now has an extensive media reach of:
* 79 million households weekly with shared mait distribution;
up to 114 million households monthly;
* Over 60 million households in approximataly 800 newspapers;
¢ Approximately 50 million households with sampling capabilities
via direct-to-door and newspapers; and
s Approximately 50 million consumers in frequent
shopper databases.

Five years from now, | feel certain we will look back at this
acquisition as the best move in the company’s history. For now, of
course, wa are focused on integration efforts, which, we realize, will
take time. We are confident this transition will progress smoothly.

While the acquisition of ADVQ certainly was the biggest event
of the year, it's only one example of how we are reshaping and
reinvigorating our growth strategy. For the near term, we will focus
on maximizing free cash flow and debt reduction. We intend to
utitize a substantial portion of our nearterm free cash flow to repay

2006 SHARE OF REVENUE
BY SEGMENT

Free-standing Insert
Run of Press
Neighborhood Targeted
Household Targeted
International & Services
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PERCENTAGE OF REVENUE
BY CUSTOMER VERTICAL IN 2006

Consurner packaged goods manufacturers
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Food service

Direct response marketers
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Vatassis associates and
consumers — Asia and her methar,
Tiffany Half, Divisional Sales
Representative; Alan F Schultz,
Chairman, Prasident and Chief
Executive Officer; Bonnie Mullin,
OperatorfReceptionist; MNicholas
and his father, Todd Yaguinto,
Regional Sales Manager; and Terri
O’'Rourke, Human Resources
Banelits Specialist. Spacial thanks
to Busch's, Livonia, Michigan.
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debt and delever our balance sheet, Capital expenditure
requirements for our business have historically been
modest and we have been able to benefit from minimal
working capital requirements.

We have several initiatives under way, both on the
revenue and cost sides of our business, which address
our profit-enhancement strategy. We are pursuing
ways to grow FS) pages by creating demand to

drive incremental volume. We continue to lower our
distribution costs, reduce our capitat spending and
leverage our centralized purchasing function to assure
our low-cost-producer status in all of our businesses —
a definite advantage in today’s marketplace, The scale
of the combined company gives added confidence
here. Valassis is a leading buyer of newspaper media -
and paper, and ADVO is one of the largest customers
of the U.S. Postal Service,

During a period of unprecedented change for our
associates, they have demonstrated an extraordinary
commitment, and the Valassis team today is stronger
than ever before. We are staunchiy committed to our
associates and to the culture and traditions that have
made Valassis a great ptace to work.

This culture was largely responsible for the recognition
of Valassis by FORTUNE magazine as one of the

“100 Best Companies to Work For” from 1998 through
2006. Based on an efigibility requirement affecting
companies going through mergers, however, Valassis
had to withdraw from the competition this year. As

we integrate Valassis and ADVO, we are committed 1o
maintaining our heritage as a best-in-class organization,
and our transition team is working to provide for
seamless integration and adoption of the best each
company has to offer.

While we will focus on a successful integration, we

also are committed to three important growth initiatives:
interactive, international and in-store. We intend to
restrict new business development to these three areas.

Our industry is changing, and the consumer is driving
that change as they tell us how, when and where

they want to receive their vatug-oriented content.
With our focus on the consumer, we have launched
hoth interactive and in-store initiatives as an integral
part of our growth plan. We have in place a dedicated
team focused on our in-store initiative and will build on
ADVO's strong retailer relationships as we develop our

Stock Performance Graph

Comparison of Cumulative Five Year Total Return
{Dividends Reinvested)
® Vaiassis Communications Inc. B1 S&P 500 Index B Peer Group

$150
This performance graph shows our annual cumutative total s |
stockhalder return on our common stock for the five full
years ending December 31, 2002, 2003, 2004, 2005 and $100
2006 respectively, based on an assumed investment of
$100, The graph campares our performance with that of the —0
Standard & Poor's S&P 500 Stock Index and a peer group $50
consisting of ADVD Inc., Catalina Markesing Corp., LR
Donnelley & Sens and Interpublic Group of Companies.
0
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in-store distribution network. We are now able 1o touch We have embraced the spirit and strategies of

retail in a who'e new way by partnering with leading organizatiocnat change, as we work to adapt to shifting
companies like Insignia and Hobart whose innovative market dynamics. While change in the short-term is
in-store offerings create a best-of-breed portfolio of not always easy, we are confident that we will reap
complementary solutions. benefits in the long run while maximizing free cash flow
and reducing debt over the near term, We are a bigger
Likewise, we have put a team in place to develop and better company as a result of the ADVO acquisition,
and implement an interactive strategy consistent Wa are clearly focused on successfully executing our
with our Mission, intreduced in 2008, to deliver value Mission and key business strategies.
to consumers — how, when and where they want.
A consurmer-facing Web portal to deliver customized | have always believed in this company and its potential,
content and offer value is in the development stage. | remain unwavered in my belief in our people, products
and passion for the business. Valassis has a great deal
We continue to taunch and gain traction with new 1o offer. 1 share our stakeholders’ belief in the jong-term
media products in five European countries - France, value of our company. This company’s best years are
Germany, Italy, Spain and the United Kingdom. In 2008, ahead. With a keen eye on the future, Valassis is truly
we introduced two products — CingrmaxX & More in on a mission of continued success.

Germany, distributed at movie theaters at the point

of ticket purchase, and Buon per Te, a cooperative

polybag distributed to households in ltaly. Additionalty,

in 2006 we became a minority investor in a China-based

company, SweetMart Developmaent, Ltd., which targets Alan F Schultz

coupons to consumers in China at the point of sale and Chairman, President and Chief Executive Officer
manages coupon redemptions efectronically,

2001 2002 2003 2004 2005 2006
Valassis 190 8262 8240 9829 8181 ann
S&P 500 ndex 100 7730 100.25 111,15 116.61 135.03
Peer Group 100 55.8% 67.97 70.69 61.73 70.38

|December fiscal yoar basis)

This stock price performance graph shall not be deemed 1o be incorporated by reference by any general statement inte
any fing under the Securities Act of 1933, as amended, or the Securities Eachange Act of 1934, as amended, and shakt
not otherwise be deemed #led under such Acts.
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2006 FINANCIALS AT A GLANCE

YEAR ENDED DECEMBER 31 (in millions, except per share data) 2006 2005+ % CHANGE
 Total Revenues | $1,0435 $1,131.0 ~77%
“Net Earnings | , $|51.3 $95.4 -46.2%

ADVO Transaction-related Costs $24.6' $0.0 - N/A

Non-recurring ltems $.4 $4.5° N/A

Adjusted Earnings Prior to ADVO Transaction- )

related Costs and Non-recurring Items® $773 . £999 -226%

" )
Earnings Per Share, diluted $1.07 $1.90 -43.7%

Adjusted Earnings IPer Share, Prior to ADVO Transaction-

related Costs and Non-recurring ltems, diluted® $1.62 $1.99 -18.6%
Average Shares Qutstanding (in thousands) 47780 50,153 -4.7%

‘ i

TOTAL REVENUES EARNINGS PER SHARE
{in millions} = EPS before non-recurring items® smm EPS, diluted
31,131_.0 1
$1.0841 [T )  $1,0435
) 5243
$9165 ,T ‘
$852.3 ‘
.03°
) r_w 2,08 ‘ s1.00° $1.99°
$1.98
stszlj
£
J

$1.07

U U -
202 9 200 2 2004 2005 2 W06

1 The following charges related to the acquisition of ADVO were incurred: $8.8 million, net of tax, relate& to the termination of a swap contract and the premium on a swaption
contract both entered into in contemplation of the financing of the ADVO transaction; and $15.8 million, net of tax of $0.3 million, in legal and professional costs related to the
ADVO transaction and related [itigation which was settled between the parties on Dec. 18, 2006. These charges account for a decrease in EPS of $0.52 and are excluded from
the calculation of EPS before non-recurring items.

_ 2 Costs, net of retated tax benefits, related to the close-down of both the French agency business and the eSettlement business unit of NCH Marketing Services were $1.4

million, representing a decrease in EPS of $0.03. These costs are excluded from the calculation of EPS before non-recurring items.

1A 8659 million ($4.5 millim:l, net of tax} restructuring charge was incurred, which is equivalent 10 a detrease in EPS of $0.08, related to headcount reductions and associated
costs resulting from the integration of the components of eur Household Targeted business segment, right-sizing of coupon-clearing operations in Eurape and other efficiency-
refated headcount reductions completed in the fourth quarter of 2005. This charge is excluded fram the calculation of EPS before non-recurring items.

1 Excludes the pro-forma effect of stock option expense; including this expense, net earnings for the twelve months ended Dec. 31, 2005 would have been $76.7 million and EPS
would have been $1.53,

% A $6.4 million {$4.1 million, net of tax) insurance gain was realized, which is equivalent to an increase in EPS of $0.08, dus to the settlement of a property ¢laim related to a fire
at our Corby, England facility, partially offset by a $3.6 million {$2.3 million, net of tax) writedown of a tost-basis Intermet investment, equivalent to a reduction in EPS of $0.04.
These transactions are excluded from the calculation of EPS before non-recurring items.

% A $3.9 million {$2.5 miltion, net of tax) refinance charge, which is equivalent to a $0.05 reduction in ¢amings per share, was incurred in 2003 related to the partial buyback of
the convertible debt issued in 2001. This charge is excluded from the calculation of EPS before nun-reéurring items.

' Eamings before non-recuf-ring items for the year were $130.6 million ar $2.43 per share. These results exclude the effect of a $55.3 million ($35.3 million. net of taxes}
impairment charge {$0.66 per share} to record impairment of goodwill related to PreVision and VRMS and the writedown of a cost-basis Internet investment. Net earnings
including the non-recuring items for the year were $35.3 million or $1.77 per share.

" ® Adjusted Eamings and Adjusted EPS, in each case, prior 1o ADVO transaction-related costs and non-recurring items, are non-GAAP financial measures, have limitations as

analytical tools and shuulld not be considered in isolation from, or as an alternative to, net income, cash flaw or other income or cash flow data prepared in accordance with
GAAP. These financial measures are considered by management to ba more comparable measures of Valassis” perfarmance versus prior years and are consistent with the
infarmation used to develop the eamings guidance shared with investors.
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. UNITED STATES '
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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FORM 10-K

(Mark One)
___X_Arinual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2006 or

Transition Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Y Y S n Y . et s

P

Commission File Number: 1-10991.

VALASSIS COMMUNICATIONS, INC.

(Exact Name of Registrant as Specified in its Charter) ' o ' »
DELAWARE = | k (38-2760940

(State of Incorporation) + (IRS Employer Identification Number)

19975 Victor Parkway
Livonia, M1 48152
(address of principal executive offices)
Registrant’s Telephone Number: (734) 591-3000

Securities registered pursuant to Section 12(b) of the Act:

Title of each cluss Exchange on which registered .
‘ |

Common Stock, par value $.01 per share: Nev\:’ York Stock E}xchang_e '

6 5/8% Seriior Notes Due 2009 Not Applicable .

Senior Convertible Notes Due 2033 . Not Applicable

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act:

. Yes . No X

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.

Yes No X




Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and, (2) has been subject to such filing requirements for the past 90 days:

Yes X No
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation 5-K is not contained herein,
and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated
by reference in Part Il of this Form 10-K or any amendment to this Form 10-K. [ )

Indicate by check mark whether the registrant is an accelerated filer (as definéd in Rule 12b-2 of the Act).

Yes X No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.
See definition of “accelerated filer and large accelerated file” in Rule12b-2 of the Exchange Act. (Check One):

Large Accelerated Filer X ' Accelerated Filer Non-Accelerated Filer
Indicate by check mark whether the registrant is a shell Company (as defined in Rute 12b-2 of the 'Exlchange Act),
Yes No_ X

As of February 5, 2007, there were 47,878,238 shares of the Registrant’s Common Stock outstanding. As of June 30, 2006,
the aggregate market value of the voting and non-voting stock held by non-affiliates® of the registrant was $644,484,686.

The applicable portions of Valassis' Proxy Statement for the 2007 Annual Meeting of Stockholders to be held on or about
May 15, 2007 are incorporated by reference herein into Part IIl of this Annual Report on Form 10-K.

* Without acknowledging that any individual director or executive officer of Valassis is an affiliate, the shares over which
they have voting control have been included as owned by affiliates solely for purposes of this computation.




PART I

Item 1. Business

1
!

The Company . .
Valassis provides a wide range of markenng products and services to a vanety of prermer manufdcturerq direct marketers,

retailers, telecommunications companies, franchisees and other advertisers. We provide these products and services at the
market, neighborhood and household targeted levels and can combine all three levels of targeting into a single campaign.
Valassis uses the term “integrated solution” to describe the use of three or more of our products/services together in a
single promotional campaign. We are committed to providing innovative 1mrket1ng solutions to maximize the efficiency

and effectiveness of promotions for our customers.

0

Valassis provides the following products and services to our cuslomers:

|
1

Market Delivered F.’rodu.cts — products that reach a large area at a low cost:

Cooperauve Free- -standing Inseris (FSI) - four-color promotlonal booklets contammg the couponb of muliiple
advertisers (cooperative) that are distributed to approximately 60 million households through. newspapers l
and shared mail with additional distribution available to rural or Hmpamc markets, as well as customized FSls :
(custom co-ops) featurmg multiple brands of a single customer; and j
« Run of Press (ROP) - brokering of advertising printed directly on pages of newspapers. !

|

|

Neighborhood Targeted Products — proc'lucts gha‘t are targeted based on geogmphic and demographic targeting

characteristics:

= Preprinted Inserts — specialized print promotion programs in a variety of formats for single advertisers;
. Newspaper-delivered Product Sampling — customer product:samples inserted into newspapers or

I
|
placed in a polybag with the newspapers; ! | |
Newspaper Polybag Advertising — full-color advertising message on a newspaper polybag without a |

i

sample; and -
Door Hangers — product samples and advertisements delwerc.cl directly to the consumer's door.

Household Targeted Products - products and services that target individuals:

|

|

i

h !

e Direct Mail Advertising/Sampling — targeted direct-mail programs often based on frequent shopper ‘
data that may also include customer product samples; ' ;

s - Software and Analytics — proprietary software solutions that manage and analyze frequent shopper data; |

and
s Internet-delivered promotions. % - . _ ) !

International & Services: ' . o

e Coupon clearing, promotion information management products and marketing services with
operations in the United States, Canada, Mexico, Europe and China; and !

= Promotion security and consulting services; and
t

e [n-Store promotions joint venture.




Market Delivered Products

Coope}ative Free—standing Inserts

Cooperative free-standing inserts (FSIs) are four-color promotional booklets containing promotions from multiple
customers, printed by us at our own facilities and distributed through newspapers and shared mail. In 2006, we inserted
“our traditional cooperative FSls in approximately 800 newspapers with a combined average newspaper circulation of
~ approximately 60 million on 42 publishing dates. Valassis also produces customized FSIs (custom co-ops) featuring
multiple brands of a single customer. '

Additionally, Valassis produces specialty FSIs including the Extended Reach insert for smalter rural communities which
reaches 4.1 miilion households in the 1U.S., and the Hispanic FSI which reaches 4.0 million households in Spanish-
. language newspapers.

The majority of cooperative FSI business is conducted under long-term contracts, which currently average 28 months
in duration. Under these contracts, customers typically guarantee Valassis a percentage of their cooperative FSI pages at
agreed upon pricing covering a specified amount of time. The FS{ offers product category exclusivity for its customers
so that competing products in the same product category will not be printed in the same FSI book. If category is not
available on the date requested, the customer has the option to use our competitor's FSI or select another date from
Valassis 1o include their promotion. Due to this environment, many customers reserve their space well in advance of the
actual promotion date. -

We typically develop our annual publication schedule approximately 9 to 12 months in advance of the first publication
date for each year and customers may reserve space at any time thereafter, Valassis Marketing Services Consultants work
closely with customers to select their FSI publication dates from our schedule and coordinate all aspects of FSI printing and
publication. QOur proprietary order entry and ad placement software allows us to produce as many different FSI versions
as customers require, typically over 550 different layout versions per publication date. By offering different versions in
different markets, we offer our customers greater flexibility to target precise geographic areas or ilor promotional offers
to particular markets by varying coupon values, promotion copy and terms of the promotional offer.

At the end of the selling cycle for each cooperative FSI program, there is generally space in the booklet that has not
been sold. This “remnant” space is sold at a discounted price, primarily to direct response marketers, who are placed on
a waiting list for space that may become available. We select direct mail marketers as remnant space customers on the
basis of a number of factors, including price, circulation, reputation and credit-worthiness. Direct response customers
are subject 1o being “bumped” in favor of a regular price customer in need of space at the last minute. Remnant space
represents less than 20% of the FSI pages annually and the revenue is included in to1al cooperative ¥S1 sales for financial

reporting purposes.

The cost components of the FSI are media distribution, paper and manufacturing/transportation costs, which represented
approximately 42%, 33% and 25% of the total FSI cost, respectively, for the year ended December 31, 2006.

Total cooperative FSI sales during the year ended December 31, 2006 were $441.2 million, or 42.3% of our total revenue.
The top 10 FSI customers accounted for approximately 45% of FSI sales during the year ended December 31, 2006, and
Procter & Gamble (“P&G™) accounted for just over 20% of FSI sales for the same period. The loss of all or even a portion of
the business attributed to P&G or a significant reduction in pricing could have a material adverse impact on our financial
condition. See Item 1A Risk Factors: “We currently rely on a single customer for a significant portion of our revenues.”

Run of Press (ROP) .

Valassis offers its customers the ability to run their promotional advertising directly on the pages of newspapers by
brokering advertising space. We offer our customers the flexibility 1o run promotional advertising in any number of the
available newspapers in our network of over 13,000 newspapers. The shor lead time associated with this business makes
this medium attractive for last-minute marketing decisions by our customers.

Media is the major cost component of ROP-distribution, which generally accounts for approximately 99% of our total




direct ROP costs. We believe that our, customers use Valassis to place ROP advenising because of our ability to negotiate
favorable media rates, our experience in selecting the best newspapers to meet our customers’ needs, our well-developed
production and national network placement capabilities and our ability to integrate ROP programs with our other products
and services.

[}
v

Total ROP sales during the year ended December 31, 2006, were $116.9 million, or 11.2% of our total ‘tevenue. The top
10 ROP customers accounted for 44% of the ROP. business for the year ended December 31, 2006 and one ROP customer
accounted for approximately 35% of ROP. '

Neighborhood Targeted Products : v
Preprinted Inserts ' :

valassis provides customers with print and media placement of traditional free-standing solo insert formats, as well
as specialty print promotion products in customized formats such as die-cuts, posters and calendars. Because these
promotions feature only one customer, the customer has the ability to create a completely individualized promotion. This
allows customers.the flexibility to run promotions any day of the week in newspapers throughout the United States and to
efficiently target these promotions using approximately 89,000 newspaper zones. We specialize in producing full-service
promotions for a wide range of customers allowing orders to be placed on a national, regional or local basis." - -

‘Polybag Advertising and Sampling

Valassis offers newspaper-delivered or direct-to-door sampling products that give manufacturers the ability to over 50
million households. Samples can either be machine-inserted into newspapers (Newspac® ), placed in a polybag around
the newspaper, or pre-sealed in a pouch that forms part of the polybag (Newspouch® ). In addition, Brand Bag™ and
Brand Bag+™ offer customers the opportunity to deliver an impactful advertising message on a newspaper polybag f
without including a sample. The bags feature the customer’s advertising with the option of a weather-resistant tear-off
coupon.

Neighborhood Targeted products generated revenue of $315.1 million during the year ended December 31, 2006, or 30.2%
of our total revenue. The top 10 customers accounted for approximately 38% of Neighborhood Targeted sales during the
year ended December 31, 2006, and no customer accounted for over 10% of Neighborhood Targeted sales during the
same period.

Household Targeted Products |

Direct Mail

Valassis produces direct-mail programs based on multiple data sources, including frequent shopper card data These
programs may utilize Valassis’ internal variable image print capability, Valassis Relationship Marketing 'Systems’ (VRMS)
software analytics and purchase history data from approximately 47 million households.

Software and Analytics -
Valassis provides proprietary software solutions for customers to manage and analyze frequent shopper data. Over 40 retail
customers license our software products.

Household Targeted revenue during the year ended December 31, 2006, totaled $58.9 million, or 5.6% of our total
revenue. The top 10 customers accounted for approximately 62% of Household Targeted revenue in 2006, with one
customer accounting for approximately 26% of Household Targeted revenue during the same period.

International & Services

NCH Marketing Services, Inc. (NCH)

NCH is a provider of coupon clearing, promotion information management products and markenng services in the United
States, Europe and China and has production facilities in Mexico. Services include retailer coupon clearing, manuf.icturer.
redemption and promotion analysis. During 2000, approx1mately 51% of NCH revenues were from Europe.




Valassis Canada
This 100% owned subsidiary provides promotional products and services in Canada, such as FSls reaching over 5 million
Canadian households, as well as other promotion products and services,

Promotion Watch, Inc. )

Promotion Watch offers a variety of promotion security and consulting services, including the execution of sweepstakes
and contests. Promotion Watch helps customers with the entire promotion process, from preliminary planning, through
the writing of official rules, overseeing the printing and placement of winning pieces and conducting background
investigations of winners.

International & Services generated revenue of $111.4 million in 2006, or 10.7% of our total revenue. The top 10 customers
accounted for approximately 27% of International & Services sales in 2006. No single customer accounted for more than
10% of this segment’s revenue.

Competition

Market Delivered Products

Qur cooperative FS1 competes principally with News America Marketing FSI, a company owned by The News Corporation,
We compete for business primarily on the basis of the following:

» price;

e category availability;

» largeting ability;

= ability 1o integrate with other products;

* program development consulting;

* customer service and sales relationships; and _

* lead times.

In the past, new competitors have tried to establish themselves in theé FSI market with the result of an increase in the
number of FSI programs. This caused periods of intense price competition and higher costs due to a decrease in pages
per F8I program. However, we believe that currently there are substantial barriers to entry for a-new competitor to enter
the FSI market due to what we believe are the monopolistic and anti-competitive practices of News America Marketing FSI
and News America Marketing In-Store Services. Specifically, we believe News America Marketing FSI illegally ties its FSI
sales to products in the in-store promotions market, a market that we believe News America Marketing In-Store Services
has effectively monopolized.

Qur principal compétitor in the cooperative FSI market, News America Marketing FSI, continues to compete aggressively
for FSI business. As a consequence, prices were down in 2006 in comparison to 2005. While the industry grew by
approximately 1%, our market share decreased slightly. The combination of these factors resulted in declining revenues
and profitability for our FSI business. During the fourth quarter of 2005, and again in 2006, we renegotiated a contract
with a major client to extend pricing similar to what had been provided by our competitor. This pricing took effect in 2006
and we anticipate pricing to be down in 2007 compared to 2006. In addition, some of our competitors, particularly News
America, have substantially greater financial resources than we do.

It is possible that alternative media or changes in promotional strategies could make our products less attractive to our
customers and could cause a loss of demand for our products and services.

Our Market Delivered procucts also compete with several newspaper network groups in the ROP market. While entering
the ROP business does not require a significant investment in machinery and equipment, it does require a significant
invesunent in systems and people in order to compete in today’s environment. An increase in the number of run-of-press
competitors could result in a loss of market share. '




Neighborhood Targeted Products

Our Neighborhood Targeted segment competes against commercial printers and media placement agencies for solo
specialized promotional programs for single advertisers. While both types of competitors have a history of competing
on the basis of price to increase volume and improve economies of scale, commercial printers tend to be particularly
aggressive during the periods when they have unused capacity. [n addition, we compete with Sunflower Marketing for
polybag advertising and sampling. To the extent our competitors in these businesses decide to compete more aggressively
on price due to excess capacity or for other reasons, it-could have a material negative effect on our revenue and profit
margins. : , c ;

Household Targeted Products

Our Household Targeted segment competes against full-service direct mail providers, commercial letter shops and direct/
loyalty marketing agencies. To the extent that our competitors in this business decide to compete more aggressively on
price, it could lower our market share and negatively affect our revenue and profit margins.

International & Services

In our International & Services segment, NCH competes against Carolina Manufacturing Services and Carolina Services,
both owned by Inmar, Inc., and Internaticnal Outsourcing Services, LLC for coupon clearing.services in the United States.
To the extent that our competitors in this business decide to compete more aggressively on price, it could lower our
market share and negmvely affect our revenue and profit margins.

Customers : A

One customer, Procter & Gamble, accounted for slightly more than 10%. of our consohd'ued revenues during the years
ended December 31, 2006 and 2005 and no single customer accounted for more than 10% of our consolidated revenues
during the year ended December 31, 2004. ‘

Employees

As of December 31, 2006, we had approximately 3,600 full-time employees worldwide. Approximately 1,500 are employed
in the United States. None of our United States employees are repreéente'd by labor unions; however, some of our foreign
employees are representect by labor unions. We consider labor relations with employees to be good and have not
experienced any interruption of our operations due to labor disagreements.

Raw Materials y : \

We purchase a significant portion of our paper requirements from three paper companies under long-term contracts

to protect us against the risk of price fluctuations. These contracts limit the amount of any increase or decrease (to !
approximately 10% in any twelve-month period) in our cost of paper purchased from these suppliers, which cost can be

adjusted quarterly.

Segment Reportlng .

For segment financial information for the years 2006 2005 and 2004, see the table titled “Results of Operations” presented
under “Management’s Discussion & Analysis of Financial Condition and Results of Operations” and in Note 12 of the
“Notes to Consolidated Financial Statements” under Item 8 “Financial Statements and Supplementary Data.”

Availability of Filings

Valassis makes all of its reports filed under the Securities Exchange Act' of 1934, as amended (“Exchange Act”) available,
free of charge, on its Web site at www.valassis.com, as soon as reasonably practicable after electronically filing with the !
Securities and Exchange Commission. "

During 2006, Valassis’ Chief Executive Officer (CEQ) provided to the New York Stock Exchange the annual CEO certification :
regarding Valassis’ compliance with the New York Stock Exchange corporate governance listing standards.




Item 1A. Risk Factors

A wide range of factors could materially affect Valassis’ future developments and performance, particularily the statements
made in the “Business Outlook” section. Factors affecting our operations and future financial performance include the
risks and uncertainties set forth below:

Risk Factors Relating to our Business

Increased competition could reduce the demand for our products and services, which could bave a material
adverse effect on our business, financial condition, results of operations and business prospects.

Our products that reach a large area at low cost, which we refer as to our Market Delivered products compete in the
cooperative FSI business principally with News America Marketing FS], a company owned by The News Corporation. We
compete for business primarily on the basis of the following:

*  price,

s category availability;

s targeting ability;

* ability to integrare with other products;

» program development consulting;

e customer services and sales relationships; and

s lead times.

In the past, new competitors have tried to establish themselves in the FSI market resulting in an increase in the number
of FSI programs. This caused periods of intense price competition and higher costs due to a decrease in pages per FSI
program. However, we believe that currently there are substantial barriers to entry for a new competitor to enter the FSI
market due to what we believe are the monopolistic and anti-competitive practices of News America Marketing FSI and
News America Marketing In-Store Services. Specifically, we believe News America Marketing FSI illegally ties its FSI sales
to products in the in-store promotions market, a market that we believe News America Marketing In-Store Services has '
effectively monopolized.

News America Marketing FSI has been competing aggressively for FSI business. As a consequence, FSI prices trended
- downward in 2006 compared to 2005, and we expect FSI prices to continue to trend downward in 2007 similar to the decline
experienced in 2006 of approximately 10%. We cannot predict when, or if, FSI prices will stabilize or increase. While the
cooperative FSI industry grew 1% in 2006, our FSI market share decreased. The combination of these factors has resulted
in decreasing reverlmes and profitability for our FSI business. During the fourth quarter of 2005, and again in 2006, we
renegotiated a contract with a major customer to extend FSI pricing similar to what had been provided by our competitor.
Our renegotiation of existing contracts during 2006 with certain FSI customers as a result of the FSI pricing environment
will also contribute 1o the pricing decline. When FSI contracts come up for renewal, we may not be able to renew them
on favorable terms or at all. In addition, some of our competitors, particularly News America, have substantially greater
financial resources than we do. Accordingly, these competitors may be better able to withstand changes in conditions
within the industries in which we operate and may have significantly greater operating and financial flexibility than we
do. These competitors could take a greater market share and cause us to lose business from our customers.
: ]
In addition, it is possible that alternative media or changes in promotional strategies could make our products less
attractive to our customers and could cause a loss of demand for our products and services,

Our Market Delivered products also compete with several newspaper network groups in the ROP market. While entering
the ROP market does not require a significant investment in machinery and equipment, it does require a significant
investment in systems and people in order to compete effectively. An increase in the number of ROP competitors could
result in a loss of market share.

Our Neighborhood Targeted segment competes against commercial printers and media placement agencies for solo
specialized promotional programs for single advertisers. While both types of competitors have a history of competing




on the basis of price to increase volume and improve economies of scale, commercial printers tend to be particularly
aggressive during periods when they have unused capacity. In addition, we compete with Sunflower -Marketing with
respect to our polybag advertising and sampling products. To the extent our competitors in these businesses decide to
compete more aggressively on price due to excess capacity or for other reasons it could materially negatively affect our
revenue and profit‘'margins. '

In our International & Services segment, our subsidiary, NCH Marketing Services, Inc., competes against Carolina
Manufacturing Services and Carolina Services, both owned by Inmar, Inc.; and International Qutsourcing Services, LLC for
coupon clearing and redemption services in the United States. To the extent that our competitors in this business decide
to compete more aggressively on price; it could lower our market share and negatively affect our revenue and profit
margin. .

Significant increases in the cost of paper, which are beyond our control, could adversely affect our financial
bealth. I
1

We are dependent upon the availability of paper to print our customers’ advertising circulars. Paper costs have historically
“experienced significant fluctuations. We have a limited ability to protect ourselves from these fluctuations or to pass
“increased costs along to our customers. A significant portion of our paper requirements is purchased from three paper
companies under long-term contracts. These contracts limit the amount of any increase or decrease (to approximately 10%
in any twelve-month period) in our cost of paper purchased from these suppliers, which cost can be adjusted quarterly. As
of January 1, 2007, approximately 85% of our FSI paper requirements were purchased pursuant to certain long-term paper
contracts which limit our exposure with respect to the price of paper during the terms of those contracts. However, when
these contracts expire at the end of 2008, we may not be able to replace them with favorable terms or at all. Significant
increases in the cost of paper could have a matérial adverse effect on our financial performance.

Significant increases in our media rates could adversely affect our financial performance.

Currently, the largest cost component of our business is our media cost, which represents the payments that we make to
newspapers for the insertion of our promotional materials. We have long-term contracts with certain newspapers providing
for these services. When these newspaper contracts expire, we may not be able to replace them on favorable terms or
at all. Further, ADV(’s existing competitive relationships with newspapers may negatively impact such negotiations. In
addition, we may not be able to pass on to our customers any increases in our media costs. Any increase in media costs
that we are unable to pass on to customers could adversely affect our results of operations.

We currently rely on a single customer for a significant portion of our revenues.

Many of our customers, particularly in our Market Delivered Products business segment, are packaged goods manufacturers.
Our largest-customer, Proctor & Gamble, or P&G, accounted for slightly more than 10% of our consolidated revenues for
the year ended December 31, 2006. In October 2005, P&G completed its purchase of Gillette. Shortly thereafter, P&G
requested that its contract with us be renegotiated to reflect pricing simjlar to those contained in Gillette’s prior contract
with one of our competitors, resulting in a decrease in the pricing contained-in our contract with P&G. During 2006, given

the FSI pricing environment we again reduced our FSI pricing to P&G. The loss of all or even a portion of the business

attributed to P&G or a significant reduction in pricing could have a material adverse impact on our financial condition.

Because we self insure a number of our benefit plans, unexpected changes in claim trends may 'negatively

impact our financial condition.

" We self-insure a significant portion of expected losses under our workers’ compensation program and medical benefits
claims. Unexpected changes in claim trends, including the severity and frequency of claims, actuarial estimates and

medical cost inflation could result in costs that are significantly different than initially reported. If future claims-related

liabilities increase due to unforeseen circumstances, our self-insurance costs could increase significantly.




The uncertainty of current economic and political conditions make budgeting and forecasting difficult and
may reduce sales promotion spending.

The future direction of the overall domestic and global economies could have a significant impact on our business.
The potential for tuture terrorist attacks, increased global conflicts and the escalation of existing conflicts has created
worldwide uncerntainties that may have a negative impact on demand for our products. Because all components of our
budgeting and forecasting, as well as that of our customers, are dependent upon estimates of growth in the markets
served and demand for our products and services, the prevailing economic uncertainties may render estimates of future
income and expenditures even more difficult to make than usual. Future events that may not have been anticipated.could
adversely affect our business, results of operations and financial condition. -

We may be unable to consummate our pending acquisition of ADVO. If we do consummate the pending acquisition,
we will be required to incur a substantial amount of additional indebtedness which could adversely affect our
Sinancial bealth and make it more difficult for us to service our debt or obtain additional financing in the future,
if necessary.

Qur pending acquisition of ADVO is expected to close in the first-half of March 2007. However, the acquisition is subject
1o approval of the amended merger agreement and the transactions contemplated thereby by the affirmative vote of the
.hélders: of amajority- of the outstanding shares of ADVO common stock at a special meeting scheduled to be held on
February 22, 2007 and the absence of any injunction or other legal restraint prohibiting the merger. These conditions may
not be satisfied. If the merger is not completed for any reason, our reputation, results of operations and financial condition
may be harmed. '

if we do consummate the proposed acquisition, we will be required to incur a substantial amount of additional indebtedness.
We may be unable to generate sufficient cash flow or otherwise obtain funds necessary to meet those debt abligations,
in which case we would default under the terms of the applicable financing agreements. Any such default would likely
result in the acceleration of the repayment obligations to such lenders, as well as the acceleration of all of our outstanding
debt. Our assets or cash flow may not be sufficient to fully repay such debts, if accelerated, or we may not be able to
refinance or restructure the payments on such debt. As a resuft, we could be forced into bankruptey or litigation. Even
if we are able to meet our debt service obligations, our substantial indebtedness could affect our financial health and
limit our ability to obtain any necessary financing in the future for working capital, capital expenditres, debt service
requirements, or other purposes.

If we are unable to obtain sufficient financing in order to consummate our pending merger with ADVO, we would be in
default under the terms of the amended merger agreement and could be forced into bankruptcy or litigation. .

The acquisition of ADVO is significantly larger than any other acquisition we have made to date and could
disrupt our business and barm our financial condition if we are not able to successfully integrate the acquired

. business or if the expected benefits of the combination do not materialize.

The ADVO acquisition is our largest and most significant acquisition to date. Due to, among other things,.the size of the
acquisition and the litigation history between us and ADVO related to the acquisition, we may be unable to integrate
ADVO into our operations in an efficient, timely and effective manner, which would result in our not realizing some
or all of the contemplated benefits of the acquisition, as well as increased costs. Successful integration will require,
among other things, combining the two companies’ business development efforts, key personnel, information technology
development, geographically separate facilities and business and executive cultures. Realization of the expected benefits of
the acquisition, including certain cost synergies, will also require implementation of appropriate operations, management
and financial reporting systems and controls. We may experience difficuliies in effectively implementing these systems
and integrating ADVO’s systems and operations, particularly in light of ADVO's newly implemented SDR system. Many of
the controls implemented in connection with the launch of SDR are predominantly manual. While these controls are and
have been effective, they are subject to human error and require additional time and effort and have resulted in delays in
ADVO's accounting closing process. There is no assurance that such controls will be automated in a timely and effective
manner or at all. In addition, integrating ADVO will be a complex and time consuming process and will require significant




attention from management and other personnel, which may distract their attention from the day-to-day business of the

combined company.

The success of the acquisition will also depend, in part, on our ability to realize the anticipated revenue and expense
opportunities from combining the business of ADVO into our business and there is no assurance that our financial results
will meet or exceed the financial results that would have been achieved absent the anticipated acquisition. If our integration
of ADVO is not successful or if ADVO’s operations are less profitable than we currently anticipate, our business, financial
condition and results of operations could be materially adversely affected.

We may fail to realize the benefits expected from the ADVO acquisition.

If we fail to realize the expected benefits of the acquisition, our business, financial condition and results of operations
could be materially adversely affected. Even if we are able to integrate our operations with those of ADVO successfully, we
cannot assure you that we will realize the cost savings, synergies or revenue enhancement opportunities that we anticipate
from such integration or that we will realize such benefits within our expected time frame. Our ability to realize anticipated
cost savings, synergies or revenue enhancements may be affected by a number of factors, including the followmg,

+ our ability to effectively eliminate redundant ar_lministrative overhead and overlapping personnel and
rationalize printing capacity is difficult to predict; accordingly, the actual amount and timing of the resulting
cost savings are inherently difficult to estimate;

e we may incur significant cash integration costs in achieving these cost savings, and any cost savings and other
synergies from the ADVO acquisition may be offset by such integration costs;

» the cost savings and other synergies may be offset by increases in other expenses, by operating losses or by '
problems unrelated to the ADVO acquisition; and

e labor cost savings depend on the avoidance of labor disruptions in connection with the integration of the

businesses.

These risk_factors that may affect future performance and the accuracy of Jforward-looking statements are illustrative.
Accordingly, all forward-looking statements should be evaluated with the understanding of their inberent uncertainty.

item 1B. Unresolved Staff Comments

Not applicable.




Item 2. Properties

Our corporate headquarters are located in a leased office complex in Livenia, Michigan. We also lease sales offices in Costa
Mesa, CA; Deerfield, IL; Dallas, TX; Lincoln, MA; Shelton, CT; Cincinnati, OH,; Mississauga, Canada; Hamburg, Germany,
Boulogne-Billancourt, France and Shanghai, China.

Below is a listing of our manufacturing and production facilities. These facilities generally have sufficient capacity 1o
handle present volumes although, during periods of unusual demand, we may require services of a contract printer:

Location Type ' Owned/Leased Square Footage Primary Segment
Livonia, M USA Printing/Warehouse Owned 225,000 Neighborhood and
. Household Targeted
Livonia, Ml USA Production Owned 55,000 FSI/Neighborhood
Targeted/ROP
Durham, NC USA Printing Owned 188,000 FSI
Wichita, KS USA Printing Owned 138,000 FSI
Mexicali, Mexico Production Leased 125,000 Neighborhood Targeted
Calexico, CA USA Production Leased ' 55,026 Neighborhood Targeted
Nuevo Laredo, Mexico Production Owned 83,595 International & Services
Delicias, Mexico Production Owned 83,595 International & Services
Corby, England Production/Office Owned 82,000 International & Services
Juarez, Mexico Production Owned 70,199 International & Services
Milan, laly Production Leased 15,070 International & Services
Aranjuez, Spain Production Leased 15,000 International & Services
El Paso, TX USA Production Leased 11,000 International & Services

Item 3. Legal Proceedings

Valassis filect suit on August 30, 2006 in the Delaware Chancery Coun to rescind its merger agreement with ADVO based
on fraud, breach of contract and material adverse changes, alleging that ADVO management materially misrepresented the
financial health of the company and failed to reveal internal control deficiencies and denied Valassis access 1o information.
On September 8, 2006, ADVO filed an answer and counterclaims in response to Valassis’ complaint seeking, among other
things, (i) a court declaration that Valassis has no right to rescind, terminate or otherwise evade its obligations under the
merger agreement, (i) specific performance requiring Valassis to consummute the acquisition at $37 per share, and (iii) a
court order requiring Valassis to pay interest on the merger consideration. Valassis filed a reply and affirmative defenses
to ADVO’s counterclaims on September 28, 2006 and amended its complaint on October 35, 2006 to include Michigan
Acquisition Corporation, a wholly-owned subsidiary, as a plaintiff te the litigation. On September 13, 20006, the Delaware
Chancery Court set a trial schedule and ordered expedited discovery. On December 11, 2006, the parties commenced a
trial in the Delaware Chancery Court. On December 18, 2006, Valassis and ADVO settled the lawsuit by amending the
terms of their definitive merger agreement. Under the amended terms, Valassis will acquire all of the outstanding common
shares of ADVO stock for $33 per share in cash, a decrease of $4.00 per share from the original price per share. If the
merger is not completed by the later of (i) February 28, 2007 or (ii) the second business day following approval of the
amended merger agreement by stockholders of ADVO, the consideration per share of ADVO common stock will be
increased by interest, to the extent permitied by applicable law, on the $33.00 in cash per share of ADVO common stock
at a rate per year equal to the sum of (i) the Federal Reserve discount rate as reported from time to time in The Wail Street
Journal plus (i) five hundred (500) basis points, increasing by a further one hundred (100) basis points at the beginning
of each month thereafter (commencing April 1, 2007) from February 28, 2007 until the completion of the merger. As pan
of the agreement, the parties agreed to dismiss with prejudice their litigation in the Court of Chancery for New Castle
County, Delaware.




On January 18, 2006, Valassis filed a lawsuit in Michigan Federal Court against News America Incorporated, d/k/a News
‘America Marketing Group, News America Marketing F3I, Inc. a/k/a News America Marketing FSI, LLC and News America
Marketing In-Store Services, Inc a/k/a News America Marketing In—Store Services, .LLC (collecnvely, “News”). The
complaint alleges the violation of the Sherman Act, various state compemuve statutes and the commlssxon of torts by News
in connection with the marketing and sale of FSI space and in-store promotion and advemsmg services.” Specifically, the
complaint alleges that News has’tied the purchase of its in-store promotion and advertising services to the purchase of

space in its FSI and that News has attempted to. monopohze the FSI- market o,

The complaint a]leges damages in excess of $1.5 billion, 1n1unct1ve relief and costs for violation of the Sherman Act, As of
November 20, 2006, discovery commenced and the parties are now engaged in the discovery process.
Valass1s is involved in various claims and legal acnons arising in the ordinary course of busmess In the opm1on of

management, the ultimate. dlspomuon of these matters will not have a matenal adverse effect.on our financial position,
N

results of operations or liquidity. . :

!

Kem 4. Submission of Matters fo a Vote of Security Holders

I . H . . . . it

None. C e
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ltem 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer
Pu‘rchases of Equity Securities.

. 1
Valassis’ common stock is traded on the New York Stock Exchange (ticker symbol VCI). The approximate number of
record holders of Valassis' common stock at December 31, 2006 was 237,

High and low stock prices during the twelve months ended December 31, 2006 and 2005 were:

2006 ‘ 2005
Sales Price Sales Price
Quarter Ended . High Low High Low
Mar, 31 ‘ $30.11 $27.45 $38.08 $32.95
June 30 : $30.80 $23.40 $37.48 $33.74
Sept. 30 C $23.92 $17.43 $40.80 $36.29
Dec. 31 . . $18.35 $14.22 $39.91 $28.72

Currently, Valassis has no plans to pay cash dividends. In addition, should Valassis change its dividend policy, the payment
of future dividends would be dependent on covenants contained in its financing agreements, future earnings, capital
requirements and other alternate uses of cash.

The following table provides information about Valassis’' purchases of equity securities that are registered by Valassis
pursuant to Section 12 of the Exchange Act during the quarter ended December 31, 20006.

Total Number of Shares Maximum Number of
Purchased as Part of Shares that May Yet Be
Total Number of Average Price Paid Publicly Announced Purchased Under the
Period Shares Purchased per Share Plans or Programs Plans or Programs
Oct. 1 through Oct. 31 - _ — 6,091,825
Nov. 1 through Nov. 30 - - - 6,091,825
Dec. 1 through Dec. 31 - - - 6,091,825 ‘
Total : _ _ _ 6,091,825

In 2006, Valassis r'eplirchased a tonal of 137,300 shares of its common stock at an average price of $28.47 per share, however,
no shares were purchased during the quarter ended December 31, 2006. These shares have been repurchased under a

5 million share repurchuse program authorized by the Board of Directors of Valassis on December 7, 2004, Previously
announced repurchase programs of 5 million shares each, authorized in 1996, 1998, 2000 and 2001, respeciively, have

been exhausted. On August 23, 2005, the Board authorized an additional open market share repurchase program for up to

5 million shares. Valassis suspendled its share repurchase program in February, 2006, when it began to consider strategic
alternatives, one of which was the pending ADVQ acquisition. ' '
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ltem 6. Selected Financial Data '

(in thousands of U.S. dollars, except per share data and ratios)

YEAR ENDED

Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2003 Dec. 31, 2002

Revenues 51,043,491 [51,131,043 | $1,044069 | $916,520 $852,296

Net earnings . 51,2820 95,396 @ |, 100,747 @ 103,708 @ 95,254 '
Total assets 801,426 | 697,683 737,965 692,754 386,079 |
Long-term debt, less current portion 259,931 259,896 273,703 259,819 257,280 ;
Net earnings per share, basic 1.07 193 |l 1.95 . 199 1.79 ;
Net earnings per share, diluted | 1.07 190 | 1.93 1.98 177 |
Ratio of earnings to fixed charges® - 834x 11.95x  |°  12.23x 11.44x 10.81x {

(1) Includes a $24.6 million charge, net of tax, incurred in relation to the pending ADVO acquisition, $8.8 million of which :
was related to termination of a swap contract and the premium on a swaptién contract both entered into in contemplation |
of the necessary financing, and $15.8 million of which was related legal and professional costs pursuant 1o related
litigation, as well as a $1.4 million charge, net of tax, related to the close-down of both the French agency business and

(2) Includes a $4.5 million restructuring charge, net of tax, related to headcount réductions and associated costs resulting
from the integration of the components of our Household Targeted busmess segment, right- sizing of coupon-clearmg '
operauons in Europe and other efﬁaency-related headcount reductions.

i
!
the eSettlement business unit of NCH. i
i
|
|

T . . .. » . b
(3) Includes a $4.1 million gain, net of tax, due to the settlement of a property insurance claim related to a fire at our 4
Corby, England facility, and a $2.3 million write-off, net of tax, of a cost-basis Internet investment. |

. : |

(4) Includes a $2.5 million refinance charge, net of tax, incurred in May 2003 related to the partial buy-back of the |
convertible debt issued in 2001. . :

(5) Includes a $35.3 million impairment charge, net of tax, related to goodwill and investments of VRMS, PreVision
Marketing, LLC (“PreVision”) and a cost-basis Internet investment. :

extraordinary items by (b) fixed charges, which consist of interest expense amortization of debt issvance costs and th

i
|
. _ , 5
(6) The ratio of earnings to fixed charges was computed by dividing (a) earnings before fixed charges, income taxes andf
<,
interest portion of rent expense. o - ‘ L i

o

This information should be read in conjunction with the Consolidated Financial Statements of Valassis and the notes,
thereto appearing elsewhere in this Annual Report on-Form 10-K. See “ltem 7. Management's Discussion and Analysis of

' Financial Condition and Results of Operations.” \
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Item 7. Management'’s Discussion and Analysis of Financial Condition and Results of Operations
FORWARD LOOKING STATEMENTS

Certain statements under the caption “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” including specifically statements made in “Business Qutlook” and elsewhere in this report on Form 10-K
constitute “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of- 1995, Such
forward-looking statements involve known and unknown risks and uncertainties and other factors which may cause the
actual results, performance or achievements of Valassis to be materially different from any fuwure resuls, performance
or achievements expressed or implied by such forward-looking statements and to cause future results to differ from our
operating results in the past. For a discussion of certain of these risks, uncertainties and other factors, see “Item 1A - Risk
Factors.” There can be no assurances, however, that our expectations will necessarily come to pass. Valassis disclaims any
intention or obligation to update or revise any forward-looking statements, whether as a result of new information, future
events or otherwise.

GENERAL
Valassis reported revenues of $1,043.5 million for 2006, down 7.7% from 2005.

The cooperative FS! industry experienced a 1% unit (page) growth in 2006. While indusiry page growth was positive,
our FSI market share decreased and overall FSI pricing declined approximately 10% in 2006, in comparison to 2005.
These factors had a negative impact on profits in the FSI segment, Management anticipates 2007 FSI pricing to be down
by a similar percentage versus 2006 as the result of an aggressive competitive environment and renegotiation of certain
customer contracts. Due to the multi-year nature of FSI customer contracts, the economic impact of the competitive pricing
environment will continue into future periods even if the pricing environment were to improve.

During 20006, we continued our strategy 1o grow and diversify our customer base. For the years ended December 31, 2006
and December 31, 2005, the composition of our revenue is as follows:

YEAR ENDED
Dec. 31, 2006 Dec. 31, 2005

Consumer packaged goods

manufacturers 42% 43%
‘Telecommunications 14% 16%
Specialty retailers 13% 15%
Food service 11% 9%
Direct response marketers 7% 6%
) Consumer services 9% 8%
Grocery, drug and mass retailers 3% 2%
Other types of customers 1% 1%

In furtherance of our strategy to grow and diversify our customer base, on July 5, 2006, we, Michigan Acquisition Corporation,
our wholly-owned subsidiary formed for the purpose of the acquisition, and ADVO entered into an Agreement and Plan
of Merger, pursuant to which we agreed to acquire ADVO through the merger of Michigan Acquisition Corporation with
and into ADVO, with ADVO surviving as our wholly-owned subsidiary. On August 30, 2006, we commenced litigation
in the Delaware Chancery Court seeking to rescind the original merger agreement, On September 8, 2006, ADVQ filed
an answer denying our allegations and asserting counterclaims for specific performance and damages. On December 11,
2006, the parties commenced a trial in the Delaware Chancery Court. On December 18, 2006, we reached a settlement of
this litigation pursuant to which the original merger agreement was amended and we, Michigan Acquisition Corporation
and ADVO entered into Amendment No. 1 to the Agreement and Plan of Merger, which together with the Agreement and
Plan of Merger, we refer to as the amended merger agreement. As part of the agreement, the parties agreed to dismiss
with prejudice their litigation in the Court of Chancery for New Castle County, Delaware.




The acquisition is subject to approval of the amended merger agreement and the transactions contemplated thereby by
the affirmative vote of the holders of a majority of the outstanding shares of ADVO common stock at a special meeting
scheduled to be held on February 22, 2007 and the absence of any injunction or other legal restraint prohibiting the
merger. Pursuant to the terms of the amended merger agreement, the closing of the acquisition is required to occur no
later than the second business day after satisfaction of these conditions; provided, however, that (so long as we comply
with our obligation under the amended merger agreement to use reasonable best efforts to obtain the financing necessary
to complete the acquisition) we are permitied to extend the closing date to not later than March 31, 2007 if and to the
- extent necessary or desirable in order to obtain such financing. The acqu151tton is expected to close in the first half of
March 2007. ' ‘
At the effective time of the merger, each share of ADVO common stock- issued and outstanding immediately prior to the |
effective time will be converted into the right to receive $33.00 in cash per share. If the merger is not completed by the
later of (i) February 28, 2007 or (i) the second business day following approval of the amended merger agreement by
stockholders of ADVO, the consideration per share of ADVQO common stock will be increased by interest, to the extent
permitted by applicable law, on the $33.00 in cash per share of ADVO common stock at a rate per year equal to the sum
of (i) the Federal Reserve discount rate as reported from time to time in The Wall Street Journal plus (ii) five hundred
(500) basis points, -increasing by a further one hundred (100) basis points at the beginning of each month thereafter
(commencmg Apn! 1 2007) from February 28, 2007 until the completlon of the merger.

While we.believe there continues to be growth opportunities in the U:S; we are also expanding our geographic reach by |
testing new media products in Europe and investments in Asia. In 2006, we continued to expand our new media products
in France, Germany and Spain, while continuing to test in Italy.
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RESULTS OF OPERATIONS

The following table sets forth for the periods indicated, certain income and expense items and the percentages that such

items bear to revenues:

YEAR ENDED
Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
' % of % of -

{in millions of U.S. dollars) - Actoal ne{'{&?ﬁes Actual Rev;r?ues Actual Revm‘i"ues
Market Delivered products: ' ' . .

Free-standing Inserts 84412 42.3% $504.5 44.6% $493.8 47.3%

Run of Press 116.9 11.2 122.5 10.8 114.2 10.9
Neighborhood Targeted products 315.1 30.2 339.0 30.0 275.2 26.4
Household Targeted products 58.9 5.6 63.2 5.6 61.8 5.9
International & Services 111.4 10.7 101.8 9.0 99.1 9.5
Revenues : 1,0435 1000 11310 1000. 10441 . 1000
Cost of sales ] 789.6 75.7 836.3 73.9 748.1 71.7
Gross profit 2539 24.3 204.7 26.1 296.0 28.3
Selling, general and _

administrative expenses 151.3 14.5 142.7 12.6 133.1 12.8
Amortization of

intangible assets 0.6 0.1 0.6 0.1 0.3 -
Goodwill and investment

impairment chargés - - - - 3.5 0.3
Earnings from operations 102.0 . 9.8 ’151.4 13.4 159.1 15.2
Other expenses and income

Interest expense 24.7 24 10.9 1.0° 114 1.1

Other income (6.3) 0.6 G.7 0.3, 0.D 0.9
Total other expenses and income 18.4 18 5.2 0.5 2.3 0.2
Earnings before income taxes 83.6 8.0 146.2 12.9 156.8 15.0
[ncome taxes 323 " 31 50.8 43 36.1 5.4
Net earnings $51.3 49%  $954  8.4% $100.7  9.6%




Revenues

Valassis reported revenues of $1,043.5 million in 2006, a decrease from 2005 revenue of $87.5 million, or 7.7%. The
majority of this decline came in the FSI segment which continues to be negatively impacted by an intense compelitive
pricing environment. Valassis also experienced a significant decline in the Neighborhood Targeted segment.

Operating Costs

Cost of sales was $789.6 million in 2006 compared to $836.3 million in 2005 and $748.1 million in 2004, increasing as
a percentage of revenue each year. Gross margin in 2006 was 24.3%, compared to 26.1% in 2005 and 28.3% in 2004.
The continued decrease in gross margin percentage from 2006 compared to 2005 and 2004 was primarily the result of
competitive pricing issues in the FSI segment. FSI unit costs were down slightly as the result of decreases in paper costs,
media distribution rates and print costs. Additionally, the gross margin percentage was negatively impaded by a change
in mix resulting in a larger percentage of sales from lower margin products.

Selling, general and administrative (SG&A) expenses increased in 2006 to $151.4 million versus $142.7 million in 2005.
This increase is primarily the result’ of $16.1 million in legal and professional expenses related to the merger agreement
and related litigation between Valassis and ADVO incurred during 2006 as well as $3.6 million in expenses related 1o the
“close-down of the French agency business and eSettlement business unit of NCH. In 2005, restructuring charges ' of $6.9
million were recorded related to the full integration of the components of our Household Targeted business segment,
which resulted in the elimination of PreVision as a stand-alone entity, right-sizing of coupon-clearing operations primarily
in Europe and other efficiency-related headcount reductions. Without these unusual charges SG&A decreased despite the
recognition of $5.5 million in stock option expense due to declines in performance-based incentive plans and headcount
reductions made at the end of 2005.

Non-operating items

Interest expense was $24.7 million in 2006, compared to $10.9 million in 2005 and $11.4 million in 2004. The increase in
expense is due largely to $13.8 million in charges related to the termination of a $400 million interest-rate swap contract
and premiums paid for two separate $400 million interest-rate swaption coniracts. These contracts were entered into as a
bridge hedge for a portion of the acquisition financing related to the pending ADVO acquisition. See Note 10 for further
details regarding these interest-rate hedges.

Included in other income for 2004 is a $6.5 million gain due to the setflement of a property claim related to a fire at the
Corby, England facility. '

Income Taxes

Income tax expense represents 38.6% of earnings before income taxes in 2006 compared to 34.8% in 2005 and 35.8%
in 2004. The increase in the effective tax rate is the result of the majority of the $16.1 million in legal and professional
expenses incurred in 2006 related to the litigation between Valassis and ADVO, which was settled in December 2006, not

being deductible.

Net Earnings 1

Net earnings were $51.3 million in 2006, a decrease of $44.1 million, or 46.2% compared to 2005. Reported results for
2006 include after-tax charges of $24.6 million related to the pending ADVO acquisition and related litigation which was
settled in December 2006 and $1.4 million related to the close-down of both the French agency business and eSettlement
business unit of NCH. These factors accounted for a decrease of $26.0 million, or 27.3% from 2005. The remaining
decrease in 2006 was due primarily to the negative effects of the intense competitive pricing pressure in the FSI segment
and lower volumes and competitive pricing pressure in the Neighborhood Targeted segment. Reported results for 2005
include after-tax restructuring charges of §4.5 million. -




Net earnings were $95.4 million in 2003, 4 decrease of $5.3 million, or 5.3% over 2004. Reported results for 2005 include
after-tax restructuring charges of $4.5 million. Reported results for 2004 included after-tax other income of $4.1 million,
due to a property insurance claim settfement related to the Corby, England building fire and a $2.3 million, after tax, write-
off of a cost-basis Internet investment. Without the effect of these charges, earnings would have shown an increase of 1.0%
in 2005, despite thé negative effects of the intense competitive pricing pressure in the FSI segment.

Diluted earnings per share were $1.07 in 2006, including the negative per-share impact of ADVO acquisition-related
costs of $0.52 and the negative per-share impact of the close-down of both the French agency business and eSettlement
business unit of NCH of $0.03. Diluted earnings per share were $1.90 in 2003, including the negative per-share effect of
restructuring charges of $0.09, compared 10 $1.93 (including the per-share increase due 1o the property claim gain of $0.08
and the per-share effect of the investment write-off of $0.04) in 2004.

Segment Results
FSi

In 2006, FSI revenue decreased 12.5% to $441.2 million compared to 2005, The decrease in revenue was primarily the
- result of a decline in average pricing of approximately 10% as the intense competitive pricing environment continued
in this segment. In addition, although industry volume was up approximately 1%, a slight decline in our market share
resulted in a reduction in our pages produced. FSI unit costs were down approximately 3% as a result of reductions in
the cost of paper, media insertion and printing. FSI segment profit was $65.9 million in 2006 versus $96.2 million in 2005
due primarily 1o pricing.

In 2005, FSI revenue increased 2.2% to $504.5 million compared to 2004, The increase in revenue was primarily the result
of an increase in units (pages) due to industry growth and a gain in market share, offset by a slight reduction in co-op FSI
pricing. The cooperative FSI industry continued to show unit growth with industry pages increasing by a percentage in
the mid-single digits in 2005. FSI unit costs were up slightly as a result of mid-single digit percentage increases in paper
COsts.

Paper represents approximately 33% of the cost of sales for our FSI business. Valassis purchases a combination of

coated and uncoated paper, To protect Valassis against the risk of price fluctuations, a significant portion of our paper

requirements is purchased from three paper companies under long-term contracts. These contracts limit the amount of

increases or decreases (to approximately 10% in any 12-month period) of Valassis’ cost of paper purchased from these

suppliers. Such cost can be adjusted quarterly. As of January 1, 2007, approximately 85% of our FSI paper requirements

were under long-term contract, The remainder of our paper requirement is bought pursuant to contracts that are typically
three 1o six months in duration or on a spot basis.

ROP

ROP revenue decreased 4.0% to $116.9 million in 2006, from $122.5 million in 2005, primarily due to a shift in mix
between full-service revenue and transaction-fee based business. Total ROP business placed was approximately $250
million in 2006. The telecommunications sector continues to drive this business and represented approximately 80% of
total revenue. Segment profit was $14.0 million in 2006 versus $9.6 million in 2005. This gain in profitability is primarily
due to the favorable impact of increased volume.

Revenue for ROP .increased 7.3% in 2005 to $122.5 million from $114.2 million in 2004, due to acquisition of new retail
and CPG customers. The gross margin in this segment also improved and operating profits grew in excess of 15% for 2003,
Telecommunications advertising represented approximately 84% of our ROP business in 2005.

Neighborhood Targetedb

Neighborhood Targeted revenue decreased 7.1% in 2006 to $315.1 million versus $339.0 million in 2005. The primary
causes of this decrease were pull-backs in spending due to consolidations within the telecommunications and appliance
manufacturing industries, as well as a decrease in spending by 2 major specialty retailer. The segment also experienced
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increased competitive pressure resulting in lower margins. Segment profit declined to $29.5 million in 2006 versus $40.4
million in 2005.

Our Neighborhood Targeted revenue increased 23.2% in 2005 to $339.0 million versus $275.2 million in 2004. The major
driver of this growth was increased demand for printing and placement of solo inserts from the retail, food service,
telecommunications and manufacturer customer verticals.

Household Targeted

The Household Targeted segment had revenues of $58.9 million in 2006, a decrease of 6.8% from $63.2 million in 2005.
This was primarily the result of a decline in revenue related to the closetdown of PreVision as a stand-alone entity at the
end of 2005. We effectively exited the customer relationship marketing agency business and now provide these services
only to customers placing their related media campaigns with us. Profitability improved significantly as a result of this
restructuring. Segment profit for 2006 was $3.0 million versus a loss in 2005 of $3.5 million. '

The Household Targeted segment had revenue of $63.2 million in"2005, an increase of 2.3% over $61.8 million in 2004,
despite the fact that we no longer had access to a major retailer’s data affecting our ability to sell certain direct mail
programs in 2005. We also repositioned this segment at the end of 2005 by fully integrating our products and services and .
eliminating PreVision Marketing, LLC as a stand-alone entity.

International & Services

International & Services revenue increased 9.4% in 2006 to $111.4 million versus $101.8 million in 2005. This increase was
primarily the result of increased revenues from new media products in France. - In addition, revenues from Canada grew :
as more solo preprint programs were run in 2006. Segment profit declined to $5.7 million in 2006 versus $8.7 million in -
2005 as the result of a $3.6 million charge relating to the close-down of the French agency business and the eSettlement °
business unit of NCH.

The International & Services segment contributed revenues of $101.8 million in 2005, a 2.7% increase over $99.1 million -
in 2004. Valassis implemented a restructuring plan for the European coupon clearing operations which adversely affected!
the overall profitability of this segment during the fourth quarter of 2005. :

Financial Condition, Liquidity and Sources of Capital

Valassis' liquidity requirements arise mainly from its working capital needs, primarily accounts receivable, inventory and]
debt service requirements. Cooperative FSI customers (except remnant space customers) are generally billed for 75% of
each order eight weeks in advance of the publication date and the balance is billed immediately prior to the publication!
date. FSI revenue accounted for 42.3% of Valassis' total revenue in 2006: Valassis inventories work in progress at cost while:‘I
it accrues progress billings as a current liability at full sales value. Although Valassis receives considerable payments from

- its customers prior to the publication of promotions, revenue is recognized only upon publication dates. Therefore, the

progress billings on the balance sheet include any profits in the related receivables. -
: 1

Valassis invoices all of its ROP customers for gross media costs and fees, if applicable. Media costs account for approximately
99% of our total direct ROP costs. Qur customers generally require proof of performance before we issue an invoice to
them. It is our policy to pay the newspapers only after we receive such proof of performance. Accordingly, although ROP
receivables average a higher number of days outstanding, we generally have a corresponding delay in payments to the
newspapers. '

The majority of the revenue generated by NCH, a 100% owned subsidiary of Valassis, is from its coupon clearing business.
NCH invoices the face value of the coupon, a retailer handling fee (if applicable) as well as NCH's processing fee. The
face value and the retailer handling fee are ultimately remitted by NCH to retailers and their agents. NCH records a gross
receivable and pavable for the coupon face value as well as the retailer handling fees and recognizes revenue only on
the NCH processing fee. ' i '
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Sources and Uses of Cash .~~~
! —

Cash and cash equivafems totaled $52.6 million at December 31, 2006 versus $64.3 million at December 31, 2005. This
decrease, was primarily the result of a $44.1 million reduction in earnings in 2006 compared 1o 2005, coupled with a
decrease in working capital related to receivables and prepayments related to customer contract incentives,

.Cash flow from operating activities was $49.8 million in 2006. This is the result of net earnings of $51.3 million adjusted
for non-cash items, the largest of which are depreciation and amortization totaling $14.4 million. In 2006, changes in
working capital items accounted for a $21.2 million decrease in cash, primarily due to an increase in days outstanding in
ROP receivables that was not fully offset by an increase in the corresponding payables to the newspapers. Working capital
also decreased due to prepayments made associated with customer contract incentives. During 2003, changes in working
capital items accounted for a $3.3 million decrease in cash.

Net cash used in investing activities was $50.6 million primarily as a result of $30.5 million in net purchases of auction-rate
securities and capital expenditures of $16.3 million.

Cash used in financing activities was $12.6 million for the year ending December 31, 2006, primarily driven by repayment
- of $14.4 million of debt. We suspended our share repurchase program in February 2006; therefore cash used in ﬁnancmg
activities was significantly lower in 2006 than in 2005. L e Co T

Current and Long-term Debt

As of December 31, 2006, Valassis’ debt was $259.9 million, which consisted of $100.0 million ($99.9 million, net of
discount) of its 6 5/8% Senior Notes due 2009 and $160.0 million of Senior Convertible Notes due 2033. We had a
revolving line of credit of $125 million with a variable rate of interest calculated on either a Euro currency-based rate or
a prime rate, which expired in November 2006, and Valassis elected not to renew it ar such time in light of the pending
ADVO acquisition. During the year ended December 31, 2000, there was no outstanding balance under this line of credit,
Valassis was in compliance with all debt covenants at December 31, 2006. All of our long-term debt contains cross-default
provisions which become applicable if we.default under any mortgage, indebtedness or instrument for money borrowed
by Valassis and the default results in the acceleration of such indebtedness in excess of $25 million. Additionally, each of
the Senior Convertible Notes contains conversion triggers based upon credit rating downgrades by either Moody's Investor
Service, Inc. or Standard & Poor’s Rating Group. :

On June 6, 2006, the majority of the holders of Valassis' Zero Coupon Senior Convertible Notes due 2021 (the 2021 Notes)
put their notes to Valassis at a price of $639.76 per note for $14.4 million in cash. Cash paid was equal to the accreted
value of the debt recorded and no gain or loss was recognized. The remaining $97,000 of the 2021 Notes were called by
Valassis on June 28, 2006 and settled in cash at the same price on July 28, 2006.

The holders of the Senior Convertible Notes due 2033 (the “2033 Notes™) receive cash interest payments of 1 5/8% per
year on the original discounted amount, payable semiannually from 2003 through 2008. The holders of the 2033 Notes
may require us to purchase all or a portion of their notes on May 22, 2008, May 22, 2013, May 22, 2018, May 22, 2023 and
May 22, 2028 at a price of $667.24, $723.48, $784.46, $850.58 and $922.27 per Note, respectively, payable in cash. Also,
each holder may require us to repurchase all or a portion of such holder's 2033 Notes if a change of control of Valassis
occurs. Valassis, at'its option, may redeem all or a portion of the 2033 Nates at their accreted value at 'my time on or after
May 22, 2008, for cash.

On August 3, 2006, Valassis entered into a forward-dated $400 million LIBOR swap contract and a forward-dated $400
million LIBOR swaption contract as a bridge hedge for a portion of the acquisition financing related to the proposed
ADVO acquisition. Valassis terminated the swap on September 28, 2006 and did not exercise its swaption contract which
expired on September 28, 2000. On the same day, Valassis entered into a new forward-dated $400 million European LIBOR
swaption contract with an expiration date of February 28, 2007 at a strike price of 3.29%. The termination of the swap
and the mark-to-market adjustments of the premiums on the swaptions resulted in incremental interest expense of $13.8
million in the year ended December 31, 2006. Valassis has a $0.6 million asset at December 31, 2006 for the premium on
the new swaption contract which will be marked to market over the reponting period through February 28, 2007. The
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swap and swaption derivative contracts served 1o convert a portion of the proposedsenior creidit facility, which would
bear a variable rate of interest, to a fixed rate. The derivatives did not qualify for hedge accouﬁtiné\tr_e:itment under SFAS

No. 133 and are stated at fair value with gains or losses arising from changes in fair value being chargedto interest expense
= N . »

._:\\

during the period in which they arise. s, .

On June 26, 2006, S&P downgraded our credit rating from BBB- to BB+ in reaction to our public announcement of lower
earnings for fiscal year 2006. On July 6, 2006, S&P downgraded our credit rating one additional notch F;cn\n BB+ to BB
in anticipation of the proposed leverage of the ADVO acquisition, and we remain on credit watch. On October 30, 2006,
Moody’s downgraded our credit rating from Baa3 to Bal due to its belief that there is significant earnings preséu\re due to
FSI pricing in 2007, customer consolidation in the Neighborhood Targeted segment and our willingness to have.a more

aggressive leverage profile. This downgrade did not trigger conversion of the 2033 Notes. ' _ N

In addition, the financing which would be required in connection with the proposed ADVO acquisition would significantly
increase our level of debt and may lower our debt rating further which could trigger conversion of the 2033 Notes.
However, it is anticipated that the conversion price would be out-of-the-money. Lower debt ratings may increase our cost
of borrowing as well as adversely affect our access to the capital markets. See Item 1A Risk Factors: “We may be unable
to consummate our pending acquisition of ADVO. If we do consummate,the pending acquisition, we will be required to
incur a substantial amount of additional indebtedness which could adversely affect our financial health and make it more
difficult for us to service our debt or obtain additional financing in the future, if necessary.”

Future Commitments and Contractual Obligations

Valassis intends to use cash generated by operations to meet interest and principal repayment obligations, for general
corporate purposes, to reduce its indebtedness and to make acquisitions:

As of December 31, 2006, Valassis had authorization to repurchase an additional 6.1 million shares of its common stock
under its existing share repurchase programs.

Management believes we will generate sufficient funds from operations and will have sufficient lines of credit available to
meet anticipated liquidity needs, including interest and required payments of indebtedness.

Valassis® contractual obligations as of December 31, 2000, are as follows:

Payments due by Period

Less Than ‘ More Than
{in thousands of U.S. dollars} Total 1 Year 1-3Years . 3-5Years 5 Years
Public Debt $339,794 $100,000 $239,794"
Interest on Public. Debt 18,735 . 9,230 9,505
Operating Leases 33,057 7,771 15,204 9,641 441
Other Long-term Liabilities 8,195 ' 8,195

$399,781 $17,000  $124,709 $9,641 $248,430

{1) Non-current long-term debt is included at face value.

In ackdition, we have entered into the amended merger agreement with ADVO. See “_General” for a description of Valassis'
obligations in connection therewith.

Off-balance SheerArrangen'Tents

As of December 31, 2006, Valassis did not have any off-balance sheet arrangements, as defined in Item 303(a)(4)(ii) of
SEC Regulation S-K. '
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Capital Expenditures e

Capital expenditures were $16.3 million for the year ended December 31, 2006, largely representing technology
enhancements and payments on a4 new printing press. For the Valassis business, management expects future capital
expenditure requirements of approximately $10 million over each of the next three years to meet the business needs of
enhancing technology and replacing equipment as required. It is expected these expenditures will be made using funds
provided by operations.

RECENT ACCOUNTING PRONOUNCEMENTS

We adopted Statement of Financial Accounting Standard (SFAS) 123R on January 1, 2006. The standard requires that
all equity-based compensation be recorded in the financial statements at the grant date fair value. Valassis applied this
Statement to all unvested awards outstanding as of December 31, 2005 and all awards granted on or after January 1,
2006. Compensation cost is being recognized on and afier January 1, 2006 for the fair value of new grants issued and for
the unvested portion of outstanding awards at that date based on the grant-date fair value of these awards previously
calculated under SFAS 123 for pro-forma disclosures. The adoption of SFAS 123R resulted in the recognition of an
additional $5.5 million of stock compensation expense in 2006. Prior period financial statements are not restated (o reflect
the effect of SFAS 123R.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs.” This Statement amends the guidance in ARB No. 43,
Chapter 4, “Inventory Pricing,” to clarify the accounting for abnormal amounts of idle facility expense, freight, handling
costs and wasted material (spoilage). SFAS 151 requires that those items be recognized as current-period charges. In
addition, this Statement requires that allocation of fixed production overheads to the costs of conversion be based on the
normal capacity of the production facilities. The provisions of SFAS 151 are effective for inventory costs incurred in fiscal
years beginning after June 15, 2005. As such, Valassis adopted these provisions on January 1, 2006. The adoption of SFAS
151 did not have a material impact on our financial condition, results of operations or liquidity,

In July 20006, the FASB issued FASB interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48"). The
interpretation clarifies the accounting for uncertainty in income taxes recognized in a company’s financial statements in
accordance with Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Specifically, the
pronouncement prescribes a recognition threshold and a measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. The interpretation also provides guidance
on the related derecognition, classification, interest and penalties, accounting [or interim periods, disclosure and transition
of uncertain tax positions. The provisions of FIN 48 are effective for fiscal years beginning after December 15, 2006. As
such, we will adopt these provisions as of January 1, 2007, We are currently evaluating the impact to our consolidated
financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements” (SAB 108). SAB 108 provides interpretive guidance
on how the effects of the carryover or reversal of prior yéiff' misstatements should be considered in quantifying a current
year misstatement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income
statement approach and evaluate whether either approach results in quantifying a misstatement that, when all relevant
quantitative and qualitative factors are considered, is material. The provisions of SAB 108 are effective for fiscal years
endling on or after November 15, 2006. As such Valassis adopted these provisions for the fiscal year ended December 31,
2006. The adoption did not have a material impact on our financial condition, results of operations and liquidity.

In September 20006, the FASB issued SFAS No. 157 “Fair Value Measurements.” SFAS No. 157 defines fair value, establishes
a framework for measuring fair value in generally accepted accounting principles, and expands disclosures about fair
value measurements. SFAS Neo. 157 does not require any new fair value measurements, rather it applies under existing
accounting pronouncements that require or permit fair value measurements, SFAS No. 157 is effective for fiscal years
beginning after November 15, 2007. We will adopt SFAS No. 157 as required and do not expect a material impact on our
financial condition, results of operations and liquidity.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES .

The preparation of financial statements in conformity with generally accepted accounting principles in the United States
requires management to make estimates and assumptions that in certain circumstances affect amounts reported in the
accompanying consolidated financial statements. The U.S. Securities and Exchange Commission (“SEC”) has defined a
" company’s most critical accounting policies as the ones that are most important to the portrayal of our financial condition
and results of operations, and which require us to make its most difficult and subjective judgments, often as a result of the
need to make estimates of matters that are inherently uncertain. Based on this definition, we have identified the critical
accounting policies and estimates addressed below. We also have other key accounting policies, which involve the use of
estimates, jucdgments and assumptions. For additional information see Note 1, “Significant Accounting Policies,” of our
financial statements included in Item 8. Valassis does not believe there is a great likelihood that materially different amounts
" would be reported under different conditions or using different assumptions related to the accounting policies described
below. However, application of these accounting policies involves the exercise of judgment and use of assumptions as
to future uncertainties and, as a result, actual resulis could differ from these estimates.

Impairment of Long-lived Assets ~ Long-lived assets historically have been reviewed for impairment at least annually
in December and whenever events or changes in circumstances indicate the carrying amount of the asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the
assets to future net cash flows estimated to be generated by such assets. If such assets are considered to be impaired,
the impairment to be recognized is the amount by which the carrying amount of the assets exceeds the fair value of the |
assets.

Revenue Recognition !

FSI

Revenue from FSIs and custom cooperative FSIs is recognized in the period that the product is distributed in the newspaper.
In accordance with industry practice, Valassis generally pre-bills FSI customers (except remnant space) in advance of the
related distribution date. However, these billings are reflected as progress billings (liability) until the appropriate distribution
period. Provision for rebates or pricing adjustments are made at the time that the related revenue is recognized,

ROP !
ROP revenue is recognized on the date that the advertisement runs in the newspaper. Some customers have contracts
whereby Valassis earns a transaction fee and the media costs are pass-through costs to the customer. In such cases, Valassis ;
only recognizes the transaction fee as revenue on the date the advertisement runs in the newspaper. Customer contracts
can vary, which may lead to material changes in revenue recognized for this segment, while not materially affectmg
absolute gross margin dollars.

Neighborhood Targeted

The majority of Neighborhood Targeted products are newspaper delivered and revenue is recognized in the period that
the product is distributed. For non-newspaper-delivered products, revenue is recognized when the product is shipped toi
the customer or distributed to the consumer via direct to door,

Household Targeted

Revenue for direct-mail products is recognized when the product is accepted by the United States Postal Service for
insertion into the mail stream. In most cases, postage costs are passed through directly to the customer and are not
recognized as revenue, Revenues from software products are recognized per installation and revenues from services are
recognized on a percent-complete method.

International & Services

Revenue for coupon clearing does not include the face value of the coupons processed or the retailer service fee.
However, customers are billed for the face value and retailer fee which are included in both accounts receivable and
accounts payable. Once coupon processing has been completed, fee revenues are recognized. '




Stock Compensation - Valassis grants stock options to its employees under various incentive plans, Options are granted
with exercise prices at least equal to the fair value on the date of grant. Effective January 1, 2006, Valassis accounts for all
options under SFAS No. 123R, “Share-Based Payment,” and utilizes the Black-Scholes valuation model, which requires us
1o make various estimates in calculating expense as required by SFAS No. 123R.

Customer Contract Incentives — Valassis occasionally provides upfront cash incentives to key customers to secure the
value of a long-term contract. The cost of such incentives are capitalized and amortized as a reduction to revenue over
the life of the customer contract to match the associated value of the contract.

Derivative Financtal Instruments — Valassis uses derivative financial instruments, including forward foreign exchange
and swap contracts, to manage its exposure to fluctuations in foreign exchange rates and interest rates. The use of these
financial instruments mitigates our exposure to these risks with the intent of reducing the risks and the variability of our
operating resulis. Valassis is not a party to leveraged derivatives. On the date a derivative contract is entered into, Valassis
designates the derivative as either (1) a hedge of a recognized asset or liability or of an unrecognized firm commitment (a
fair value hedge), (2) a hedge of a forecasted transaction or of the variability of cash flows to be received or paid related
to a recognized asset or liability (a cash flow hedge) or (3) a hedge of a net investment in a foreign operation (a net
investment hedge).

For cash flow hedges, the effective portion of the change in the fair value of the derivative is recorded in accumulated
other comprehensive income(loss) in the consolidated balance sheet. When the underlying hedged transaction is realized,
the gain or loss included in accumulated other comprehensive income (loss) is recorded in earnings and reflected in
the consolidated statement of income on the same line as the hedged item. In addition, both changes in the fair value
. excluded from our effectiveness assessments and the ineffective portion of changes in the fair value are recorded in
earnings and reflected in the consolidated statement of income as other expense, net.

Valassis formally documents its hedge relationships, including the identification of the hedging instruments and the hedged
items, as well as its risk management objectives and strategies for undertaking the hedge transaction. Derivatives are
recorded at fair value in other current and long-term assets and other current and long-term liabilities in the consolidated
balance sheet. This process includes linking derivatives that are designated as hedges of specific assets, liabilides, firm
comymnitments or forecasted transactions. We also formally assess, both at inception and at least quarterly thereafier,
whether a derivativé used in a hedging transaction is highly effective in offsetting changes in either the fair value or cash
flows of the hedged item. When it is determined that a derivative ceases 10 be a highly effective hedge, we discontinue
hedge accounting. Hedge ineffectiveness, determined in accordance with SFAS No. 133, did not have a material impact on
operations for 2006, 2005 or 2004. No cash flow hedges were re-designated or discontinued during 2006 or 2005.

On August 3, 2006, Valassis entered into a forward-dated $400 million LIBOR swap contract and a forward-dated $400
million LIBOR swaption contract as a bridge hedge for a portion of the acquisition financing related to the proposed
ADVO acquisition. On September 28, 2006, Valassis terminated the swap and did not exercise its swaption contract which
expired on September 28, 2006. On the same day, Valassis entered into a new forward-dated $400 million European LIBOR
swaption contract with an expiration date of February 28, 2007 at a strike price of 5.29%. The termination of the swap
and the swaption premiums resulted int an incremental interest expense of $13.8 million during the year ended December
31, 2006. valassis has a $0.6 million asset at December 31, 2006 for the premium on the new swaption contract that will
be marked 1o market over the reporting period through February 28, 2007. The swap and swaption derivative contracts
served to convert a portion of the proposed senior credit facility, which will bear a variable rate of interest, to a fixed
rate. The derivatives did not qualify for hedge accounting treatment under SFAS No. 133 and will be stated at fair value
with gains or losses zirising from changes in fair value being charged 1o interest expense during the period in which they
arise.

Other Matters — Valassis does not have off-balance sheet arrangements, financings or other relationships with
unconsolidated entities or other persons, also known as “variable interest entities.”
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- BUSINESS OUTLOOK ;

The followmg statements are based on current expectations for 2007 wuhout giving effect to the pending ADVO acquisition.
These siatements are forward- looking and are subject to a number of factors and uncertainties and actual results may differ
materially. See the introductory paragraph to Item 7 Mamgementq D1scuss:0n and Analysis of Financial Condition and

3

" Results of Operations and Item 1A Risk Factors.. : :

Regarding 2007, we f:xpf:ctl revenue increases in our ROP, Neighborhood Targeted, Household Targeted and International
& Services business segmems In our FSI business segment, we expect FSI pricing to continue to trend downward in 2007
similar to the decline upenenced in 2006 of approximately 10%. We expect to be able to lower our FSI costs on a cost-

per-thousand basis, but this will not offset the reduced FSI pricing. \

t 1
|
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Item 7a. Quantitative and Qualitative Disclosures about Market Risk

Our principal market risks are foreign exchange rates at Valassis’ international subsidiaries, interest rates on various debt
instruments and credit risk on investments.

Foreign Currency

Currencies to which Valassis has éxposure are the Mexican peso, Canadian dollar, British pound and the Eura. Currency
restrictions are not expected to have a significant effect on our cash flows, liquidity, or capital resources. Valassis typically
purchases the Mexican peso under three to 12-month forward foreign exchange contracts to stabilize the cost of coupon
clearing in Mexico. Under SFAS No. 133, our Mexican peso forward exchange contracts meet the definition of a cash flow
hedge. Accordingly, changes in the fair value of the hedge are recorded as a component of other comprehensive income.
For the year ended December 31, 2006, we recorded an immaterial unrealized market value gain in other comprehensive
income. Actual exchange losses or gains are recorded against production expense when the contracts are executed. As of
December 31, 2006, Valassis had a commiiment 1o purchase $5.5 million in Mexican pesos over the next 12 months.

Interest Rates

On September 28, 2006, Valassis entered into $400 million LIBOR swaption contract as a bridge hedge for a portion of the
acquisition financing related to the pending ADVO acquisition. The swaption derivative contract serves to convert a portion
of the proposed senior credit facility which will bear a variable rate of interest to a fixed rate. Significant fluctuations in
LIBOR could cause a material earnings impact as well as require material cash commitments or cash settlement.
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Item 8. Financial Statements and Supplementary Data.

See accompanying notes to consolidated financial statements.

VALASSIS COMMUNICATIONS, INC. < : _ ;
Consolidated Balance Sheets ’ ' o ' :
YEAR ENDED
{in thousands of U.5. dollars) Dec. 31, 2006 ! Dec. 31, 2005
Assets ;
Current assets: .
Cash and cash equivalents $52,619 $64,320 -
Auction-rate securities 102,533 72,031
Accounts receivable (less allowance for
doubtful accounts of $5,001 a1 Dec, 31,
2006 and $5,101 at Dec, 31, 2005) 339,079 273,863
Inventories: - ’ ' : - ,
Raw materials 12,729 13,352
Work in progress .o S 13,105 11,883 .0 ¢ - .
- Prepaid expenses and other 16,681 12,894
Deferred income taxes (Note 5) 1,789 2,573
Refundable income taxes 3,957 -
Total current assets 542,492 450,916
Property, plant and equipment, at cost:
Land and buildings 55,723 . 54,247
Machinery and equipment 142,085 136,771
Office furniture and equipment 61,903 " 61,449
Automobiles ) 216 221
Leasehold improvements 2,949 2,784
262,876 255,472
Less accumulated depreciation and amortization - (153,490) (147,325)
{
Net property, plant and equipment 109,386 108,147 )
Intangible assets (Note 2): ‘
Goodwill 173,134 173,134
Other intangibles o 35,555 35,555, t1 e ol P
L 208,689 208,689 - -
Less accumulated amortization (75,280) (74,724)
Net intangible assets 133,409 133,965
Investments 4,899 614
Other assets 11,240 4,041
Total assets $801,426 $697,683




VALASSIS COMMUNICATIONS, INC.

Consclidated Balance Sheets, Continued '

X ) : YEAR ENDED

+
i
P

See accompanying r:lotes to consolidated financial statements.

30

{i thougands of U S. dollars, sxcept per share data) C Dec. 31, 2006 Dec, 31, 2005

Liabilities and Stockholders’ Equity '

Current liabilities!: . .
Current portion l%)ng-term debt $ - $14,260
Accounts payable - 268,834 215,696
Accrued interest | 3,307 3,308

. Accrued expenses 40,821 45,873
Progress billings ! : 49,258 44,314

Total current ]iabi:lities , . 362,220 323,451

Long-term debt (Note 3 ) _ 259,931 259,896

Other non-current lLiabilitieS’"’ ! o 8,195 8,090

. Deferred income taxes (Noté 5) ' 3 506 2,721

Stockholders’ equity {Notes 8 and 9):

' 1
Preferred stock of $.01 par value. Authorized 25,000,000
shares; no shares issued or outstanding at Dec. 31, 2006
and Dec. 31, 2095
Common stock of5 $.01 par value. Authorized .
100,000,000 shares; issued 63,264,925 at
Dec. 31, 2000 and 63,217,176 at
Dec. 31, 2005; outstanding 47,783,908
at Dec. 31, 2006 and 47,629,580 at
Dec. 31, 2005 . o633 632
Additional paid—lri capital - T 45,520 39,102
Deferred compensanon _(_1,295)' ) '(9255 )
Retained eammgs : 638,209 586,927
Accumulated other comprehensive income ' 4,734 1,389 -
Treasury stock, at cost (15,481,017 shares at : . - :
Dec. 31, 2006 and 15,587,596 shares at Dec. 31. 2005) " (520,227) (523,600) " -
Total stockholders_ equity - 167,574 103,525
t
Total liabilities and stockholders’ equity _ $801,426 $697,683




: VALASSIS COMMUNICATIONS ING

h Consolidated Stalemems of Income

|
o N ) ' YEAR ENDED L :
{in thousands of LS. dallars, excemaer share datal - -. Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004 - o
Revenues a : A - $1,043,491 " $1,131,043 $1,044,069 . '
Costs a'nd expen_sesE ! : ' : ' !
Cost of sales ‘ Lo 789,588 836,331 748,075 . S
Amortization of intangible assets : 556 599 294 : - 1
Selling, géneral and administrative . 151,358 142,656 133,080
Goodwill and investment impairment charges. - f - o 3553 1}
- N : : | . . o !
| Total costs and expenses T 941502 979,586 885,002 . :
‘ : . | ot e
| ' Earnings from.ope_;?ations o 101,989 151,457 159,067 L i ‘
| . . Lo T L. e e e e e e :
Other expenseq and mcome _ : : . :
[nterest expense - ' ‘ 24,749 10,927 11,362
Other (income) and expenses (6,298) (5695 0 - .(9,100) -
Total other expenses-'and -income : : 18,451 . 5,2:32~ 2,262
Earnings before imf:o:_ne taxes 83,538 146,?25 156,805 " ' 1
| ~ Income taxes ' : S : 32,256 50,$29 56,058 ) %
| Net ear'nings R . $51,282 $95,306 .. - $100,747 |
S — — = : ; 4
" .~ Net earnin g per common share basic . $1.07 $1§:93 $1.95° i g
- { ! - i . ' : e
Net earnings per common share, diluted $1.07 $1.90 $1.93 e i’

See accompanying notes to consolidated financial statements.
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VALASSIS COMMUNICATIONS, INC.

Consolidated Statements of Stockhofder’s Equity

Accumulated
Other
Compre- Tatal
Additional Deferred hensive Compre-
_ Common Paid-in Compen- Retained Treasury tncome hensive
{in thousands of U.S. dotlars) Stock Cepital sation Earnings Stock .{Loss) Total Income
Balances at Dec. 31, 2003 $631  $35,373 $(471)  $390,784 $(351,962) $1,704  $76,059
Net earnings 100,747 100,747 $100,747
Other comprehensive income:
Foreign currency translation 1,952
Gain on hedging contracts 83
Total comprehensive income $102,782
Stock repurchase (11,842) (47,999} (59,8413
Exercise of stock options 1,488 18,524 20,012
Deferred compensation 250 256
Stock grants 1,192 ' . 1,192
Other comprehensive income 2,081 ¢ 2081
Balances at Dec. 31, 2004 631 26,211 (215) 491,531 (381,437) 3,785 140,506
Net earnings 95,396 95,396 $95,396
Other comprehensive income:
Foreign currency translation- 2,57
Loss on hedging contracts 2n
Accrued interest on auction-
rate securities 139
Total comprehensive income W
Stock repurchase 6,705 (175.743) (169,038)
Exercise of stock options 3,785 33,580 37,365
Deferred compensation’ (710} (710)
Stock grants 1 2,401 2,402
Other comprehensive income (loss) (2,39G) (2,396)
Balances at Dec. 31, 2005 632 39,102 (925) 586,927 (523,600) 1,389 103,525
Net earnings 51,282 51,282 $51,282
Other comprehensive income: ‘
Foreign currency trunstation 3,143
Gain on hedging contracts 31
Accrued interest on auction-
rate securities 100
Total comprehensive income W
Stock repurchase (1,525) (2,379 (3,909
Exercise of stock options 490 5,752 6,242
Deferred compensation (370) (370)
Stock grants 1 1,953 1,954
Stock option expense 5,500 5,500
Gther comprehensive income 3,345 3,345
Balances at Dec. 31, 2006 - $633  $45,520  $(1,295) $638,209 $(520,227) $4,734  $167,574

See accompanying notes to consclidated financial statements.
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VALASSIS COMMUNICATIONS, INC.

Consofidated Statements of Cash Flows

_ YEAR ENDED

[in thousands of U.S. doltars, exceps per share datal Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
Cash flows from operating activities: '
Net earnings ' $51,282 T $95,396 - $100,747
Adjustments to reconcile net earnings to net '
cash provided by operaling activities:
| Depreciation. 14,374 15,374 15,224
Amortization of intangibles 556 599 297
Amortization of bond discount 215 453 782
Provision for lo_ss_es on ghc'counts ref:eivab!e o 1,.128 ' 346 1,4057
Writedown of impziiréd assets o e 2,13‘6" T 3'— o é555 o
Gain on equity investment 407 , (300} Vap;
Stock-based compensation charge - 7,083 1,654 | 1,313
Loss (Gain) on sale of property, plant and equipment - ‘ 36 (435)
| Deferred income taxes 1,569 , 4,201 5,971
i Changes in assets and liabilities !
which increase (decrease) cash flow:
Accounts receivable | (66,344) (9,285) (56,111
Inventories : ) (599 o 2,381 (6,624)
Prepaid expenses and other (4,174) 3,592 (1,919
Other assets (7,067 1,968 1,543
Other liabilities 105 o 272) 660
Accounts payable - 53,138 {16,128) 55,720 o
Accrued interest and expenses , (5,053) (2,196) (6,407)
Income taxes _ (3,080 _ 5,862 2,175
Progress billings 4,944 12,508 (21,004)
Total adjustments ' (1476)  : 20,793 (23,928)
gash flows provided from operating activities _ $49,806 $116,189 $7E£

See accompanying notes to consolidated financial statements.
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VALASSIS COMMUNICATIONS, INC.

Consolidated Statements of Cash Flows

. . _ YEAR ENDED
fin thousands of LS. dollars) Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
Cash flows from investing activities: : .
Additions to property, plant and equipment '$(16,256) $(24,6606) $(18,941)
Replacement equipment reimbursed by insurance '
companies from damage claims - (6,268) (3,117)
Proceeds from sale of property, plant and equipment - 18 813
Pglrchla\ses of auction rate securities (629,091) (341,929) (268,793)
Proceeds from auction rate securities 598,589 372,765 310,423
Acquisition of Catalina Marketing’s DMS division - - (5,500) ,
Investments and advances to affiliated companies (4,000} - (250}
Other 202 213 129
Net cash (used) provided in investing activities (50,556) . 133 14,764
fo . I
Cash flows from financing activities:
Proceeds from issuance of common stock 5,752 33,580 18,524
Purchase of treasury shares (3,913) (169,037) (50,968)
Repayment of long-term debt (14,440} - (38,741)
Net cash used in ﬁnancing activities (12,601) (135,457) (71,185)
Effect of exchange rate changes on cash 1,650 Q1,759) 1,952
Net (decrease) incréase in cash and cash equivalents (11,701) (20,894) 22,350
Cash and cash equivalents at beginning of the year 64,320 85,214 62,864
Cash and cash equivalents at end of the year $52,619 $64,320 $85,214
Supplemental disclosure of cash flow information
Cash paid during the year for interest $24,749 * $10,205 §10,091
Cash paid during the year for income taxes $36,536 $43,070 $48,394
Non-cash investing and financing activities:
Stock issued under stock-based compensation plan $1,954 $2,402 $1,192

*Includes cash paid during the year for swap and swaption contracts of $13,751 related to the pending ADVO transaction.

'

See accompanying notes to consolidated financial statements.
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VALASSIS COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements
{1} SIGNIFICANT ACCOUNTING POLICIES .

PRINCIPLES OF CONSOLIDATION

The consolidated ﬁn.mcnal statements include the accounts of Valassis Commumcauons Inc. and its subsidiaries.
Intercompany balances and transactions have been eliminated in consolidation. . ,
REVENUE RECOGNITION

Revenue for newspaper-delivered promotions is recognized in the period the product is dlstnbuted in the newspaper In
accordance with industry practice, Valassis generally pre-bills FSI customers in advance of the related distribution date.
However, these billings are reflécted as progress billings (liability) until the appropriate distribution period. Products and
services not distributed via newspapers are recognized in revenue when the product is shipped, accepted by the US.
Postal Service or the service is performed. Revenue generated by NCH for processing coupons for payment does not
include the face value of the coupon or the retailer handling fee. Once the coupen processing is complete, the NCH
processing fee revenue is recognized. '

USE OF ESTIMATES .

' The preparation of the consolidated financial statements in conformity with accounting prmcnples genemlly accepted in
the United States of America requires management to make estimates and assumptions thataffect the amounts reported in -
the consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

CASH EO.UIVALENTS
- Valassis considers all highly liquid investments with a maturity of three months or less when purchased to be cash -
equivalents.

'
i . Lo

AUCTION-RATE SECURITIES '
Auction-rate Securities (ARS) are securities that have stated maturities beyond three months but are priced and traded
as short-term instruments due to the liquidity provided through the interest rate reset mechanism of 7 to 35 days. In
accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” these ARS are classified -
as available-for-sale and are carried at cost, or par value which approximates the fair market value. Accrued interest is -
recorded in other comprehensive income.

INVENTORIES
Inventories are accounted for at lower of cost or market using the first in, first out (FIFO) method of mventory :
valuation. .

ADVERTISING

The costs of advertising are expensed as incurred and are classified within “Selling, General and Admlmstratwe on the
“Consolidated Statements of Income.” '
STOCK COMPENSATION : .
valassis grants stock options 1o its employees under various incentive plans. Options are granted with exercise prices at
least equal to the fair value on the date of grant. Effective January 1, 2006, Valassis accounts for all options under SFAS No: .
123R, “Share-Based Payment,” and utilizes the Black-Scholes valuation mpdei which requires us to make various estimates
in calculating expense as required by SFAS No. 123R. ' | i

CUSTOMER CONTRACT INCENTIVES

Valassis occasionally provides upfront cash incentives to key customers to secure the value of a long-term contract. The
cost of such incentives are capitalized and amortized as a reduction to revenue over the life of the customer contract to
match the associated value of the contract. '




VALASSIS COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements

PROPERTY, PLANT AND EQUIPMENT

" Property, plant, and equipment are stated at cost. Expenditures and improvements that add significantly to the productive
capacity or extend the useful life of an asset are capitalized. Depreciation is computed using the straight-line method over
the estimated useful lives of the related assets. Leasehold improvements are amortized over the shorter of the estimated life
of the related asset or the lease-term using the straight-line method. Property, plant and equipment are reviewed annually
for impairment. The useful lives of the major classes of property, plant and equipment are as follows:

Class Range
Buildings/Building Improvements 10 - 30-years
Machinery and equipment 5 - 20 years
‘ Office furniture, fixtures, and computer
equipment and software 3 - 10 years
Automobiles ] 3 years I
: . Leasehold improvements 5 - 10 years

GOODWILL AND INTANGIBLE ASSETS

Intangible assets largely consist of goodwill arising from our acquisitions. Under the provisions of SFAS No. 142, goodwill
and other intangibles with indefinite lives are not amortized but are subject 1o review annually or as needed based on
impairment indicators. As part of this review, we assess the useful lives assigned to intangible assets.

Intangible assets with definite lives are amortized using the straight-line method over their estimated useful lives, which
range from 3 to 20 years. Fully amortized intangible assets are removed from the cost and accumulated amortizalion
accounts.

INCOME TAXES _

Deferred income tax assets and liabilities are computed annually for differences berween the consolidated financial
statement and tax bases of assets and liabilities that will result in taxable or deductible amounts in the future based on
enacted tax laws and rates applicable to the periods in which the differences are expected to affect taxable income.
Valuation allowances are established when necessary to reduce deferred tax assets to the amount more likely than not
o be realized. Income tax expense is the tax payable or refundable for the period plus or minus the change during the
period in deferred tax assets and liabilities. ' ' S

STOCK-BASED COMPENSATION

Valassis grants stock options for a fixed number of shares to employees with an exercise price equal to the fair market
value of the shares at the date of grant. Valassis adopted SFAS No. 123R, as required, in 2006. The standard requires that
all share-based compensation be recorded in the financial statements at the grant date fair value. Valassis applied this
Statement to all’ unvested awards owstanding as of December 31, 2005 and all awards granted on or after January 1,
2006. Compensation cost is being recognized on and after January 1, 2006 for the fair value of new grants issued and for
the unvested portion of outstanding awards at that date based on the grant-date fair value of these awards previously
calculated under SFAS 123 for pro-forma disclosures. Prior period financial statements are not restated to reflect the effect
of SFAS 123R. Prior to 2006, we accounted for stock option grants in accordance with APB Opinion No. 25, “Accounting

© for Stock Issued to Employees” and, accordingly, recognized no compensation expense for the stock option grants.
. ; ‘ .

36




" . VALASSIS COMMUNICATIONS, INC. !

Notes to Consolidated Financial S}atemants }

The following table reconciles reported net income to pro forma net income as if we accounted for stock options under
the fair value method of SFAS No. 123 in 2005 and 2004. (See Note 8 for additional disclosures).

(in thousands of 1.5, dollars} ! Dec. 312005 __ Dec. 31, 2004
Net income, as reported : $95,396 | $100,747

Add: Stock-based employee compensation expense
included in reported net income, net of related tax effects 1,076 . . 843 '

Deduct: Total stock-hased employee compensation
expense determined under fair value based method for
all awards granted since January 1; 1995, net of related . . ' ; _ QLo ‘

tax effects - .. . CL , L (19,930) .. (10,928 ..

Pro forma net income 576',542 . ' $90,662

Earnings per share: : . . i .
Basic - as reported $1.93 $1.95 :
Basic - pro forma | $1.55 ; $1.75 I
Diluted - as reported . _ $1.90 $1.93 !
Diluted - pro forma $l.53 $1.74

On December 6, 2005, the Compensation/Stock Option Committee of the Board approved the acceleration of vesting of all
underwater unvested stock options outstanding at December 31, 2005, with an exercise price greater than the December
30, 2005 closing price of Valassis' common stock of $29.07. As a result, options that would have otherwise vested from
time to time during the five years subsequent to the fiscal year ended December 31, 2005 became immediately exercisable
at December 31, 2005 and all associated pro.forma expense is recognized in the disclosure above. Consequently, no
expense related to these options remains to be recorded in the financial statements for future years.

DERIVATIVES AND HEDGING TRANSACTIONS :
Valassis accounts for all derivative instruments and hedging activities under SFAS No. 133 as amended by SFAS No. 149.

These statements require all derivative instruments to be recorded in the balance sheet at fair value and establishes criteria
for designation and effectiveness of hedging relationships. '

: COMPREHENSIVE INCOME

Foreign currency translation is the majority component of our other comprehenswe income. Valassm also mcludes any
gains or losses from hedging contracts and accrued interest from ARS m other comprehensive 1ncome .

ACCUMULATED FOREIGN CURRENCYTRANSLATION
The financial statements of foreign subsidiaries-have been translated into U.S. dollars in accordance wuh SFAS No. 52, i

1
!
1
“Foreign Currency Translation.” All balance sheet accounts have been translated using the exchange rates in effect at the i
balance sheet date. Income statement amounts have been translated using the average exchange rate for the-year. The i
gains and losses resulting from the changes in exchange rates from year-to-year have been reporied in accumulated other |

i

comprehensive income (loss) in stockholders’ equity.




VALASSIS COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements

RECENT ACCOUNTING PRONOUNCEMENTS

We adopted SFAS 123R on January 1, 2006. The standard requires that all equity-based compensation be recorded in the
financial statements at the grant date fair value. Valassis applied this Staiement to all unvested awards outstanding as of
December 31, 2005 and all awards granted on or after January 1, 2006. Compensation cost is being recognized on and
after January 1, 2006 for the fair value of new grants issued and for the unvested portion of outstanding awards at that date
based on the grant-date fair value of these awards previously calculated under SFAS 123 for pro-forma disclosures. The
adoption of SFAS 123R resulted in the recognition of an additional $5.5 million of stock compensation expense in 2006.
Prior period financial statements are not restated to reflect the effect of SFAS 123R.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs.” This Statement amends the guidance in ARB No. 43,
Chapter 4, “Inventory Pricing,” to clarify the accounting for abnormal amounts of idle facility expense, freight, handling
costs and wasted material (spoilage). SFAS 151 requires that those items be recognized as current-period charges. In
addition, this Statement requires that allocation of fixed production overheads o the costs of conversion'be based on the
normal capacity of the production facilities. The provisions of SFAS 151 are effective for inventory costs incurred in fiscal
years beginning after June 15; 2005. As such, Valassis adopted these provisions on January 1, 2006. The adoption of SFAS
151 did not have a material impact on our financial condition, results of operations or l:qmdlty

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 487). The
interpretation clarifies the accounting for uncertainty in income taxes recognized in a company’s financial statements in
accordance with Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Specifically, the
proncuncement prescribes a recognition threshold and a measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return, The interpretation also provides guidance
on the related derecognition, classification, interest and penalties, accounting for interim periods, disclosure and transition
of uncertain tax positions. The provisions of FIN 48 are effective for fiscal years beginning after December 15, 2006. As
such, we will adopt these provisions as of January 1, 2007, and are currently evaluating the 1mpact to our consclidated
financial statements.

In September 2000, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”). SAB 108 provides interpretive guidance
on how the effects of the carryover or reversal of prior year misstatements should be considered in quantifying a current
year misstatement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income
statement approach and evaluate whether either approach results in quantifying a misstatement that, when all relevant
quantitative and qualitative factors are considered, is material. The provisions of SAB 108 are effective for fiscal years
ending on or after November 15, 2006. As such Valassis adopted these provisions for the fiscal year ended December 31,
2006. The adoption did not have a-material impact on our financial condition, results of operations and liquidity.

In September 2006, the FASB issued SFAS No. 157 “Fair Value Measurements.” SFAS No. 157 defines fair value, establishes
a framework for measuring fair value in generally accepted accounting principles, and ‘expands' disclostires about fair
value measurements. SFAS No. 157 does not require any new fair value measurements, tather. it applies under existing
accounting pronouncements that require or permit fair value measurements. SFAS No. 157 is effective for fiscal years
beginning after November 15, 2007. We will adopt SFAS No, 157 as required and do not expect a material 1mp’1ct on our
financial condition, results of operanons and liquidity. :

CONCENTRATION OF CREDIT RISK AND FINANCIAL INSTRUMENTS

Financial instruments that potentially subject Valassis to concentrations of credit risk consist principally of temporary cash
investments and accounts receivable. We place our cash in short-term high credit quality securities. Concentrations of
credit risk with respect to accounts receivable are limited due to the large number of customers comprising our customer
base and their dispersion across many different industries and geographies. One customer, Procter & Gamble, accounted
for slightly more than 10% of Valassis’ consolidated revenues during the years ended December 31, 2006 and 2005 and
no single customer accounted for more than 10% of Valassis’ consolidated revenues during the year ended December 31,
2004. Generally, we do not require collateral or other security to support customer receivables.
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Valassis' debt is also a financial instrument with the estimated fair market value of the debt at $8.8 million below carrying |
value as of December 31, 2006 and $3.5 million above carrying value at December 31, 2005, See Note 3 for additional fair

value disclosure. The carrying amounts of accounts receivable and accounts payable approximate fair value due to the -
short-term nature of these items. '

(2) GOODWILL AND INTANGIBLE ASSETS

Intangible assets are comprised of: !

_ Weighted
Intangible Accumulated Unamortized Average
Assets, Amortization Balance at Useful Life
(in thousands of U.S. dollars} at Cost at Dec. 31, 2006 Dec 31, 2006 {in years)
Amortizable intangible assets $3,455 . $(2,475) $980 5.9

Non-amortizable intangible assets:

Goodwill:
FSI 65,401 (47,144) 18,257
ROP 3,599 (2,260) 1,339
Neighborhood Targeted 4,195 (209 3,986
Household Targeted 86,375 (53,733 32,642
International & Services 64,864 - 64,864
The Valassis name and other 32,100 (20,759 11,341
Total non-amortizable . . ‘
intangible assets $256,534 $(124,105) $132,429 ‘ '

Total $259,989 $(126,580) $133,409

(1) Includes impairment charge of $51.3 million taken in the fourth quarter of 2002.

Valassis performed impairment tests based on discounted cash flow analysis at December 31, 2006, 2005 and 2004,
concluding no impairment of goodwill had occurred as of these dates and no events had occurred during the respective
years that would indicaté an impairment of such assets had taken place. '

Amortizable intangible assets include non-compete agreements and corporate logos. The associated amortization expense
was approximately $0.6 million, $0.6 million and $0.3 miltion for the years ended December 31, 2006, 2005 and 2004,
respectively. Amortization related to these intangible assets is expected to be approximately $0.5 million in 2007, $0.2,
million in 2008 and negligible in 2009 and beyond. ,




VALASSIS COMMUNICATIONS, INC.
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(3} LONG-TERM DEBT
Long-term debt is summarized as follows: :
{in thousands of U.S. dollars) Dec. 31, 2006 Dec. 31, 2005
Revolving Credit Facility 5 - s -
6 5/8% Senior Notes due 2009, net of discount 99,931 99,896
Zero Coupon Senior Convertible Notes due 2021, net of discount - 14,260
Senior Convertible Notes due 2033, net of discount 160,000 160.000

' ' $259,931 $274,156
Less current portion - 14,260
Total long-term debt $259,931 $259,896

1

r

CREDIT FACILITY

i

PUBLIC DEBT

%

Valassis had a revolving line of credit with a $125.0 million revolving credit facility pursuant to an agreement with Standard
Federal Bank, N.A., Comerica Bank, Harris Trust and Savings Bank and Fifth Third Bank (collectively, the “Banks"), with
Standard Federal Bank, N.A. acting as Agent for the Banks (the “Revolving Credit Agreement”). The Revolving Credit
Agreement expired in November 2006, and Valassis elected not to renew it at such time in light of the pending ADVO
acquisition and its anticipated financing. As of December 31, 2006, Valassis did not have a credit facility.

At December 31, 2006, our public debt consists of 6 5/8% Senior Notes due 2009 (the “2009 Notes™) and Senior Convertible -
Notes due 2033 (the “2033 Notes”). Each of the 2033 Notes and the 2009 Notes are general unsecured obligations of
Valassis and rank on parity in right of payment with all other senior indebtedness of Valassis. As of December 31, 2006,
Valassis was in compltance with all of its debt covenants contained in the indentures covering its public debt. All of
Valassis' public debt indentures contain cross-default provisions which become applicable if Valassis defaults under

" any mortgage, indebtedness or instrument for money borrowed by it and the default results in the acceleration of such
indebtedness in excess of $25 million. In addition, the indenture covering the 2033 Notes contains a conversion trigger
based upon credit rating downgrades by either Moody’s Investors Service, Inc. or Standard & Poor’s.
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G 5/8% Senior Notes due 2009

In January 1999, Valassis issued the 2009 Notes which resulted in gross proceeds to Valassis of $100 million. Interest is
payable on the 2009 Notes semi-anm;aily on January 15 and July 15 of each year.

Zero Coupon Senior Convertible Notes due 2021

In June 2001, Valassis issued 272,100 of its 2021 Notes at an issue pnce of §551. 26 per nate, which resulted in gross
proceeds to Valassis of $150 million. Each of the 2021 Notes has a yield of 3.0% with a maturity value of $1,000. In May
2003, Valassis purchased 185,260 of the 2021 Notes for approxnmately $111 0 million, which resulted in a $3.9 million
refinance charge. S

The holders of the 2021 Notes had the option to require Valassisto purchase all or a portion of their 2021 Notes on June 6,
2004 at a price of $602.77 per $1000 of principal amount at maturity, payable in cash or common stock at Valassis™ option.
Of the 86,840 Notes outstanding at that date, 64,272 were put back to Valassis by the holders. Valassis elected to settle the
put in cash and, accordingly, paid $38.7 million on June 7, 2004 to the Trustee of the 2021.Notes..:ir -~ - - .

On June 6, 2006, the majority of the holders of the 2021 Notes put their notes to Valassis at a price of $639.76 per note
for the $14.3 million in cash. Cash paid was equal to the accreted value of the debt recorded and no gain or loss was
recognized. The remaining $97,000 of the 2021 Notes were called by Valassis on June 28, 2006 and settled in cash at the
same price on July 28, 2006.

Seniior Convertible Notes due 2033
In May 2003, Valassis issued 239,794 of its 2033 Notes at an issue price of $667.24 per note, which resulted in the gross

proceeds to Valassis of $160 million. Each of the 2033 Notes has a yield of 1 5/8% per year with a maturity value of $1000.
The holders of the 2033 Notes will receive cash interest payments of 1 5/8% per year on the original discounted amount,

payable semiannually from 2003 to 2008. Valassis used approximately $111.0 million of the proceeds of this issuance to -

repurchase $185.3 million in face value of the 2021 Notes. The resulting premium and write-off of fees and discounts
resulted in the $3.9 million refinancing charge discussed above.

The holders of the 2033 Notes may require Valassis to purchase all or a portion of their 2033 Notes on May 22, 2008, May
22, 2013, May 22, 2018, May 22, 2023 and May 22, 2028 at a price of $667.24, $723.48, $784.46, $850.58 and $922.27 per
2033 Note, rebpectwely, payable in cash or common stock at the option of Valassis. Valassis waived its right to settle these
puts in common stock.

Further, each holder of the 2033 Notes may require Valassis to repurchase all or a portion of such holder's 2033 Notes if a
change of control occurs. In addition, Valassis, at its option, may redeem all or a portion of the 2033 Notes at their accreted
value at any time on or after May 22, 2008 for cash.

The 2033 Notes are convertible by their holders when a market price trigger occurs. A market price trigger occurs the
first time that the closing sales price per share of Valassis common stock for at least 20 trading days in any period of
30 consecutive trading days exceeds 120% of the accreted conversion price per share of common stock. The accreted
conversion price as of any day is equal to the issue price of a 2033 Note plus the accrued original issue discount to that
day. As of December 31, 2006, the accreted conversion price was $667.24. The 2033 Notes are convertible at a base rate
of 15.1627 shares plus an incremental share factor of up to 9.8556. The incremental shares begin to accrue at the base
conversion price, while the number of incremental shares is based upon the stock price at the time of the conversion. At
May 22, 2008, the total conversion rate (base rate plus incremental shares) is fixed based upon the stock price as of this
date.
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Debt discount is being amortized utilizing the interest method over the term of the notes through the first put date. The
difference between the stated and effective interest rates is nominal. The estimated fair market value of the debt was $8.8
million below carrying value and $3.5 million above carrying value as of December 31, 2006 and December 31, 2005,
respectively. The fair market value was estimated using discounted cash flow analyses, based on discount rates equivalent
10 comparzble U.5. Treasury securities plus a spread for credit risk and other factors. The fair market value of convertible
debt was estimated using theoretical value as determined through the binomial model. The indentures covering the public
debt contain certain restrictive covenants that prescribe limits on Valassis’ ability to, among other things, enter into sale
and leaseback transactions, incur liens, make certain stock redemptions and stock repurchases, and enter into mergers, .
consolidations or convey.or transfer substantially all of its property.

(4) PROFIT SHARING AND BONUS PLANS

-

Valassis has discretionary profit sharing and team achievement dw:dend/bonus plans covering substantially all domestic
salaried and hourly’ employees

Expenses under the: aforementioned plans were as follows: . - B R '

YEAR ENDED

{in thousands of U.S. dollars) _ Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
Profit sharing plan : $2,801 $5,778 $4,332

!
Bonus plans for salaried, ‘ .

sales and hourly personnel 9.054 15,4006 14,751

1

Bonus plan for.executives 782 2,417 2,174
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" (5) INCOME TAXES -

- For financial reporting purposes earnings before income taxes include the following components:.

-0

i

[3
i

_ " YEAR ENDED _
. in thousands of U.S. dalla’s) Dec. 31,2006 - " Dec. 31,2005 Dec. 31, 2004
7 Pre-tax income (loss): - ' '
United States . $84,541 5146573 ° "$149,142
Foreign : (1,003 (348, 7,663
_$83.538 - §146,225 $156,805.
Income taxes have been 'charged to earnings as follows: ;
. 1
"YEAR ENDED ’
{in thousands of U.S. dollars) Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
Current: _ ‘ )
Federal - : . 7 $28,619 $42,5431 $45,708
Foreign - . S 1,030 1,310, 2,510
State _ 1,001 2,1993 2,531
Total current taxes | 530,740 546,052 550,749
"Deferred: ; - ‘
Federal $3,763 $4,867. $4,853
Foreign : _ (2,305) (261) 266.
State ' 58 171, 190
Total deferred f:ixes. . " 81,516 84,777 - $5,309 -
Total income taxes ' $32,256 '$50,829 $56,058

!

Undistributed earnings of foreign subsidiaries that are deemed to be pu‘m inently reinvested amounted to $17.0 million:
and $17.8 million at December 31, 2006 and December 31, 2003, respectively. Accordingly, U.S. income taxes have

not been provided on these earnings. Quantification of the deferred tax ]|1b111ty, if any, associated with permanently,
!

reinvested earnings is not practicable.
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The actual income tax expense differs from expected amounts computed by applying the U.S. federal income tax rate 1o
earnings before income'taxes as follows:

) YEAR ENDED

[in theusands of ¢S, dollars} . Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004

Expected income tax expense at statutory rate ©$29,238 $51,179 $54,882

Increase (decrease) in taxes

resulting from: .
Litigation costs related to the pending ADVO acquisition 5,652 - -
Valuation allowance — 247y - -
Foreign currency loss | - - (383)
State and local income taxes, - o o
net of federal benefit " 746 2,370 1,645
Tax credits ; (859) (1,582) (1,323)
Other itemns, net ; (2,274) {1,138) 1,237

Actual income tax expense $32,256 $50,829 $56,058

A significant portion of .the litigation costs incurred related to the pending ADVO acquisition will be included in the tax basis
of the ADVO stock acquired and will not be deductible for tax purposes in the foreseeable future.
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Significant componenis of our deferred tax liabilities and assets are as follows: - i
YEAR ENDED ‘ : i
{in thousands of U.S. dollars) ] . Dec. 31, 2006 Dec. 31, 2005 . !
Long-term deferred income tax assets (liabilities): ,
i , :
Depreciation on' plant and equipment and amortization of intangibles ($8,4"76) ($6,045) : }
Deferred compensation. : : L 3,187 3,204 : .
Operating loss and credit carryforward : ‘ 5,167 3,347 i
Convertible notes o (11,378) (9,119 f
Stock compensation ! 3,078 847
Consulting agreement ‘ 235 321 : ;
Partnership losses ’ 3,594 3,776 b
Investment impairments 2,769 2,810 . |
Prepaid rent ) _ ; 434 o486 :
Foreign o o : o ' P 782 ot o825 " E
Accrued insurance - 25 ;
Other , , 131 378
. i '
Long-term deferred income tax assets ‘ (477) 555 !
Valuation allowance (3,029 - (3,276) : i
o i i . |
Net long-term deferred income tax (liabilities) assets ($3,506) (82,721) '
Current deferred,income tax assets (iabilities): :
' i
Inventory B 560 $ 922 .‘
Accrued expense ' o 961 ° 1,334 :
Allowance for uncollectible accounts 5 1,405 ©1,324 . |
Other reserves (8%) 187 ’ i
Prepaid expense (1,052) {1,007} ’
Other - net : - (187) |
" [
: i
Total current deferred income tax assets . $ 1,789 $§ 2,573

For financial statement purposes, the tax benefit of net operating loss and credit carry forwards is recognized as a deferred
tax asset, subject to appropriate valuation allowances when it is determined that recovery of the deferred tax asset is:
unlikely. Valassis evaluates its net operating loss and credit carry forwards on an ongoing basis. As of December 31;
2006, approximately $39,000 of the tax carry forwards relate to the alternative minimum tax credit which can be carried
forward indefinitely. The remaining tx carry forwards relate to foreign operating losses, which can also be carried forward
indefinitely. The valuation allowance of $3.0 million relates to foreign net operating losses. !

i

]
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(6} COMMITMENTS -

Total operating lease rentals, for various office space, charged to expense were $9.0 million, $9.2 million and $8.7 million
for the years ended December 31, 2006, 2005 and 2004, respectively. Entire minimum rental payments required under
noncancelable operating leases as of December 31, 2006 are as follows:

Year Ending Dec. 3t, {in thousands of U.S. dollars)
2007 . e 57771
2008 . . 5,467
2009 . . e 4952
2010 .. 4,785
C20011 L e e 4,539
Thereafter .. ... ...... ... ... 5,543
$33,057

Future commitments pursuant to senior executive employment agreements, which include non-compete clauses, are as
follows:

{in thousands of U.S. dollars)

Year Ended Base Salary Maximum Cash Bonus
Dec. 31,2007 .......... $2,490 $2,257
Dec. 31,2008 . ......... 2,273 1,633
Dec. 31,2009 .......... 1,967 360
Dec. 31,2010 . ......... 780 ) -
,Dec. 31,2011 .......... 780 )
“Thereafter . .. .......... 2,340 _ -

Our obligation to pay the maximum cash bonus is based on Valassis attaining certain earnings per share and/or sales and

" cost targets. We also. provide stock options and restricted stock grants to certain executives (See Note 8).

(7) CONTINGENCIES

On April 28, 2006, the Federal Trade Commission announced that it had approved issuance of the final consent order
concerning Valassis, settling a claim alleging that remarks made during Valassis’ second quarter earnings call, held on July
22, 2004, violated Section 5 of the Federal Trade Commission Act.

Under the terms of the settlement, we did not admit any wrongdoing and are not required to pay any fines or penalties.
The allegations were limited to the remarks made on our second quarter earnings conference call held on July 22, 2004
and there were no allegations regarding any conduct or effect beyond the remarks themselves. The settlement relieved us
of the substantial expense, time and resources of continuing this proceeding.

The FTC announced the approval of the consent agreement on March 14, 2006, subject to a 30-day public comment
period, during which'time there were na public comments. Afier such time period, the FCT decided to finalize the consent
agreements. The consent agreement prohibits us from communicating certain statements about competitive intentions
(and standard prohibitions related to allocating markets and fixing prices).

Valassis is involved in various claims and legal actions arising in the ordinary course of business. In the opinion of
management, the ultimate disposition of these matters will not have a material adverse effect on our financial position,
results of operations or liquidity.
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(8) STOCK COMPENSATION PLANS

* i .
Valassis' Amended and Restated 1992 Long-Term Incentive Plan authorizes option grants for the issuance of a maximum .

of 13,045,921 shares of common stock with exercise prices at least equal to the fair market value of the shares at date of

grant. Subject to termination of employment and except as otherwise provided in the plan', these options expire not later

than ten years from date of grant, are not transferable other than on death, and fully vest based on price targets and/or
terms up to five years from date of grant.

Valassis' Broad-Based Incentive Plan -authorizes option grants for the issuance of a maximum of 2,165,000 shares of
common stock with exercise prices at least equal to the fair market value of the shares at date of grant. Subject to
termination of employment and except as otherwise provided in the plan, these options expire not later than 10 years

from date of grant, are not transferable other than on death, and fully’vest over terms ranging from six months to five

years from date of grant.

In 2002, the Board of Directors of Valassis (the “Board") and the Shareholders approved the 2002 Long-Term Incentive -
Plan which authorizes option grants for the issudance of 3,500,000 shares of common stock with exercise prices at least

equal to the fair market value of the shares at date of grant. Subject to termination of employment and except as otherwise
provided in the plan, these options expire not later than ten years from date of grant, are not transferable other than on
death, and fully vest over terms ranging from six months to five years from date of grant.

On December 6, 2005, the Board accepted the voluntary forfeiture of stock options which had previously been granted
to certain executives on October 1, 2005. The Compensation/Stock Option Committee of the Board also approved the .
acceleration of vesting of all underwater unvested stock options outstanding at December 31, 2005. All options outstanding
at December 31, 2005 with an exercise price greater than the December 30, 2005 closing price of Valassis’ common stock |
($29.07) became fully vested. As a result, options that would otherwise have vested from time to time during the five years
subsequent to the fiscal year ended December 31, 2005 became immediately exercisable at that date.

At December 31, 2006, there were outstanding options among 2,250 participants for the purchase of 6,435,036 shares and
there were 2,334,755 shares available for grant.
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The following options to purchase our common shares were outstanding under the Plan on December 31, 2006,

: OPTIONS QUTSTANDING OPTIONS EXERCISABLE

Range of Exercise Qutstanding as of Weighted-Average Weighted-Average Exercisable As of Weighted-Average
Prices " Dec. 31,2006 Contractual Life Exercise Price Dec. 31, 2006 Exercise Price

$5.01 - $25.00 376,355 ' 4.5 $21.41 271,685 $22.03
$25.01 - $30.00 2,830,889 5.7 $28.20 1,636,439 $28.02
$30.01 - $35.00 _ 1,280,653 - 55 : $31.50 _ 1,259,853 $31.51
$35.01 - $40.00 1,771,939 44 $35.69 1,769,569 $35.69
$40.01 - $50.00 175,200 3.4 $42.11 175,200 $42.11

Ch LT 6,435,036 .. .. 5.0 $30.90 - 5,112,746 -$31.70

A summary of Valassis' stock option activity for the years ended December 31, 2006, 2005 and 2004, is as follows:

Year Ended Dec. 31, 2006 Year Ended Dec. 31, 2005

Weighted Average per Weighted Average per

Shares Share Exercise Price Shares Share Exercise Price
Qutstanding at beginning of year © (0,448,022 $31.00 7,616,831 . $30.29
Granted _ 768,500 " $28.04 1,145,592 $36.49
Exercised (246,451) $23.60 (929,356) $25.92
Forfeited/Expired (535,03%) $31.89 (1,385,045) $35.07
Ourstanding at end of year 6,435,036 $30.90 6,448,022 $31.00

—
—_—— e

Options exercisable at year end 5,112,746 $31.70 5,404,886 $31.01

Year Ended Dec. 31, 2004

Weighted Average per

Shares Share Exercise Price
Qutstanding at beginning of year " 7,634,949 $30.22
Granted 1,274,958 $30.75
Exercised : (949,378) $29.77
Forfeited/Expired ' (343,698) $31.81
Qutstanding at end of year 7,616,831 $3D.29.
Options exercisable at year end 4,025,036 $30.27

The incremental stock-based compensation expense resulting from the adoption of SFAS 123R was $5.5 million (§3.6
million, net of tax) for the year ended December 31, 2006. The portion of this expense related to options granted prior to
the adoption of SFAS 123R was $4.3 million.
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The intrinsic value of options exercised (the amount by which. the market price of the Company’s stock on the date of
exercise exceeded the exercise price) was $1.4 million, $2.1 million and $6.1 million for the years ended December 31,
2006, 2005 and 2004, respectively. Based on the market price of the Company’s stock at December 31, 2006 (§14.50), there
is no intrinsic value of options outstanding or options exercisable at December 31, 2006.

As of December 31, 2006, there was a total of §9.2 million of unrecognized compensation cost related 1o unvested stock
options. This cost is expected to be recognized over a weighted average period of approximately 1.9 years.

As discussed more fully in Note 1, we adopted SFAS No. 123R effective January 1, 2006. Valassis had previously elected

to follow Accounting Principles Board Opinion No. 25, “Accounting: for Stock Issued to Employees” (APB 25) and
related Interpretations in accounting for its employee stock options. Because the exercise price of our employee stock
options is greater than or equal to the market price of the underlying stock on the date of grant, no compensation
expense was recognized. All options were granted with exercise prices equal to market value at the date of grant in
2006, 2005 and 2004. . '

Pro forma information regarding net income and earnings per share is required by SFAS No. 123, “Accounting for Stock-
Based Compensation” and has been determined as if Valassis had accounted for its employee stock options under the fair
value method of that Statement, :

The weighted average fair value per option at date of grant during 2000, 2005 and 2004 was $10.65, $11.60 and $12.10,
respectively. The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions for options granted:

2006 2005 2004
Expected option life 6 years 6 years 6 years
Expected annual voltility 29% 31% 33%
Risk-free interest rate 4.8% 4.2% 3.1%
Dividend yield . - 0% - 0% 0% T

A table illustrating the effect on net income and earnings per share for 2005 and 2004 as if the Black-Scholes fair value,

method had been applied to long-term incentive plans is'presented in Note 1,

The pro forma effects in 2005 and 2004 are not necessarily indicative of future pro forma adjustments. The Black-

Scholes option valuation model was developed for use in estimating the fair value of traded options, which have no
vesting restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective
assumptions including the expected stock price volatility. Our employee stock options have characteristics significantly
different from those of traded options, and changes in the subjective input assumptions can materially affect the fair value
estimate. '

Employee and Director Restricted Stock Award Plan

In May 2005, our shareholders approved the 2005 Employee and Director Restricted Stock Award Plan to replace the then
existing plan which expired on May 20, 2006. A total of 150,000 shares of restricted stock has been reserved for this plan;i.
23,250 shares under this plan were granted to employees during the year ended December 31, 2006. The average fair
value of these restricted stock grants was $29.09 and pre-tax expense related to these grants was $0.2 million for the year-
ended December 31, 2006. Also during 2006, a portion of total payments to our outside directors was paid in restricted
stock from this plan with a total value of approximately $144,000.

The Employee and Director Restricted Stock Award Plan authorizes the grant of restricted stock to executives and to non-
employee directors. A total of 300,000 shares of restricted stock have been reserved for this plan, Pursuant to employment
agreements between Valassis and certain executives, 13,500 shares of restricted stock were issued to such executives in
each of 2005 and 2004. The average fair value of these restricted stock grants in 2005 and 2004 was $35.01 per share and
$29.35 per share, respeciively. Pre-tax compensation expense related to these grants for the years ended December 31,
2006, 2005 and 2004 was approximately $0.2 million, $0.4 million and $0.3 million, respectively. Also during 2005 and
2004, a portion of the total payments to our outside directors was paid in restricted stock from this plan, with a total value
of approximately $141,000 and $150,000 per year, respectively. '
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Executive Restricted Stock Plan

In May 2005, our shareholders approved the 2005 Executive Restricted Stock Plan which provides for the grant of restricted
stock, with a minimum of one-year vesting, to certain executives., The maximum number of restricted shares that are
authorized under this plan is 150,000 shares, provided that not more than 60% of such shares are awarded to any one
participant. 39,000 shares of restricted stock were granted under this plan in 2006, with a fair value at the date of grant of
$29.07. Pre-tax compensation expense related to the plan for the year ended December 31, 2006 was $0.4 million.

The Executive Restricted Stock Plan provides for the grant of restricted stock, with a minimum one-year vesting, to certain
executives. The maximum number of restricted shares that may be issued under this plan is 375,000, provided that not
more than 60% of such shares are awarded to any one participant. Pursuant to an employment agreement between Valassis
and the Chief Executive Officer, Alan F. Schultz, 22,500 of restricted stock edch year with an average fair value at the date
of grant of $35.01 and $29.35 per share, respectively, were issued to such executive in 2005, and 2004, respectively. Pre-
tax compensation expense related to the plan for years ended December 31, 2006, 2005 and 2004 was approximately $0.2
million, $0.7 million and $1:0 million, respectively. '

© Employee Stock Purchase Plan. - - . - . - ‘ P _'H T . -

All domestic full-time employees are eligible to participate in our Employee Stock Purchase Plan. The plan provides
that participants. may authorize Valassis to withhold 2 portion of earnings to be used to purchase our common stock
at prevailing market prices. Under the plan, Valassis contributed on behalf of each participant 25% of the participant’s
contributions during the year, The value of our common stock contributed by Valassis and expensed totaled approximately
$211,000, $183,000 and $157,000 for the years ended December 31, 2006, 2005 and 2004, respectively.

401(k) Plan

Prior to 2005, Valassis’ 401(k) Plan included a 25% match, payable in Valassis stock, on each participant's annual
contributions to the Plan that are invested in Valassis stock at the end of the year. The expense related to this plan for the
year ended Décember 31, 2004 was approximately $195,000.

(9) STOCKHOLDERS' EQUITY

On September 1, 1999, the Board of Directors adopted a Stockholder Rights Agreement, which was amended on October
10, 2003 and was further amended on January 5, 2007 (the “Agreement”). Pursuant to the Agreement, the Board declared a
dividend of one Preferred Stock Purchase Right (“Right”) for each outstanding share of Valassis’ common stock. The Rights
are attached 1o and automatically trade with the outstanding shares of Valassis' common stock,

The Rights will become exercisable only in the event that any person or group of persons acquires 15% (or 20% in the
case of two particular investors) or more of Valassis’ common stock or commences a tender offer for 15% or more of
Valassis” common stock. Once the Rights become exercisable they entitle the shareholder to purchase one one-hundredth
. of a share of preferred stock of Valassis at an exercise price of $1.70. The Rights expire on September 1, 2009. Valassis is
entitled to redeem the Rights at $0.01 per Right at any time, prior to the expiration of the Rights, before a person or group
acquires the requisite amount of common stock to trigger the Rights., -

In addition, as of December 31, 2006, Valassis had authorization to repurchase an additional 6.1 million shares of its

common stock under its existing share repurchase programs. Valassis repurchased 0.1 million shares, 4.6 million shares
anel 1.9 million shares during the years ended December 31, 2006, 2005 and 2004, respecrively,
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(10) FOREIGN CURRENCY AND DERIVATIVE INSTRUMENTS .

The functional currencies for Valassis' foreign operations are the applicable local currencies. Accounts of foreign operations !
are translated into U.S. dollars using the spot rate of the local currency on the halance sheet date for assets and liabilities - :
and average monthly exchange rates for revenues and expenses. Translation adjusunents are reflected as an adjustment |
to equity on a cumulative basis, the impact for 2006 was an increase of $3.1 million. o

Valassis uses derivative financial instruments, including forward foreign exchange and swap contracts, to manage its |
exposures (o fluctuations in foreign exchange rates and interest rates. The use of these financial instruments mitigates our '
exposure to these risks with the intent of reducing the risks and the variability of our operating results. Valassis is not a
party to leveraged derivatives. On the date a derivative contract is entered into, Valassis designates the derivative as either
(1) 2 hedge of a recognized asset or liability or of an unrecognized firm commitment-(a fair value hedge), (2) a hedge of
a forecasted transaction or of the variability of cash flows to be received or paid related to a recognized asset or liability |
(a cash flow hedge) or (3) a hedge of a net investment in a foreign operation (4 net investment hedge).

For cash flow hedges, the effective portion of the change in the fair value of the derivative is recorded in accumulated :
other comprehensive loss in the consolidated balance sheet. When the underlying hedged transaction is realized, the
gain or loss included in accumulated other comprehensive loss is recorded in earnings and reflected in the consolidated,
statement of income on the same line as the hedged item. In addition, both changes in the fair value excluded from our’
effectiveness assessments and the ineffective portion of changes in the fair value are recorded in earnings and reflected
in the consolidated statement of income as other expense, net. !

Valassis formally documents its hedge relationships, including the identification of the hedging instruments and the hedged
items, as well as its risk management objectives and strategies for undertaking the hedge transaction. Derivatives are
recorded at fair value in other current and long-term assets and other current and long-term liabilities in the consolidated
balance sheet. This process includes linking derivatives that are designated as hedges of specific assets, liabilities, firm’
commitments or forecasted transactions. We also formally assess, both at inception and at least quarterly thereafter,
whether a derivative used in a hedging transaction is highly effective in offsetting changes in either the fair value or cash
flows of the hedged item. When it is determined that a derivative ceases to be a highly effective hedge, we discontinue
hedge accounting. Hedge ineffectiveness, determined in accordance with SFAS No. 133, did not have a material impact on
operations for 2006, 2003 or 2004. No cash flow hedges were re-designated or discontinued during 2006, 2005 or 2004. f

Currencies 10 which we have exposure are the Mexican peso, Canadian dollar, British pound and the euro. Currency
restrictions are not expected to have z significant effect on our cash flows, liquidity, or capital resources. We typically
purchase the Mexican peso under three to 12-month forward foreign exchange contracts to stabilize the cost of productioﬁ
in Mexico. Under SFAS No. 133, our Mexican peso forward exchange contracts meet the definition of a cash flow hedge.
Accordingly, changes in the fair value of the hedge are recorded as a component of other comprehensive income.

For the year ended December 31, 2006, we recorded an immaterial unrealized market value gain in other comprehensive
income. Actual exchange losses or gains are recorded against production expense when the contracts are executed. As of
December 31, 2006, Valassis had a commitment to purchase $5.5 million in Mexican pesos over the next 12 months.

(11) ACQUISITIONS AND INVESTMENTS
HOUSEHOLD TARGETED SEGMENT

Direct Marketing Services (DMS)

On September 17, 2004, Valassis acquired DMS for $5.5 million fromeexisting cash on hand and integrated its operations
into its existing direct mail group. The transaction resulted in $3.1 million in goodwill attributable to the Household
Targeted segment and an additional $1.0 million in amortizable intangible assets. The acquisition was accounted for using
the purchase method of accounting in accordance with SFAS No. 141.




/ PreVision Marketing, LLC

On August 11, 2000, Valassis acquired 80% of the outstanding membership interest in PreVision for $30.0 million in
cash and approximately $5.0 million in restricted stock. PreVision, was a direct-marketing agency specializing in one-
to-one marketing, customer retention and customer acquisition. The acquisition of PreVision was accounted for using

» the purchase method of accounting for acquisitions and, accordingly, the results of operations for PreVision have been

' included in our financial statements since the date of acquisition, The purchase agreement executed in connection with
this transaction also contained additional payments contingent on the future earnings performance of PreVision. Based
upon the financial results for the year ended December 31, 2001 for PreVision, Valassis paid an additional $8.0 million in
2002. In May 2003, we acquired the remaining 20% of PreVision for $2.4 million.

In 2005, as part of our efforts to fully integrate the products and services of our Household Targeted segment, PreVision
was eliminated as;a stand-alone entity. We effectively exited the customer relationship marketing agency business and

now provide these services only to customers placing their related media campaigns with us.

Impairment Charges

During December 2002, we wrote down $4.0 million of our cost-basis investment in an Internet couponing business based
on the valuation implied during the investment’s financing activity for the year. We had a remaining $3.5 million balance
on this investment. In 2004, based on the information available, we wrote off the remaining value of the investment.
Included in “Goodwill and investment impairment charges” on the consolidated statements of income is a $3.5 million
charge in 2004.




VALASSIS COMMUNICATIONS, INC. < e

Notes to Consolidated Financial Statements \

(12) - SEGMENT REPORTING

Valassis has five reportable segments, Free-standing Inserts (FSI), Run of Press (ROP), Neighborhood Targeted, Household
Targeted and International & Services. These segments are strategic business units that offer different products and
services and are subject to regular review by our chief operating decision makers, They are managed separately because
each business requires different marketing strategies and offers different products.

The accounting policies of the segments are the same as those described in the summary of significant accounting policies.
We evaluate performance based on earnings from operations. Assets are not allocated in all cases to reportable segments
and are not used to assess the performance of a segment. Intersegment sales are accounted for at cost.

{in miltions of U.5. daltars) : Year Ended Dec. 31
. Neighbor- inter-
B hood Household  national &
FSI ROP Targeted . Targeted Services. . Total. . ..

Revenues from external customers $441.2 $116.9 $315.1 $58.9 $111.4 $1,0435

Depreciation/amortization . 89 - 2.0 0.2 38 14.9
- Segment profit - , $65.9 $140 . 8295 $3.0 $5.7 M $1181

Revenues from external customers $504.5 $122.5 $339.0 $63.2 . $101.8 $1,131.0

Depreciation/amortization 9.6 - 2.0 0.8 30 154

Segment profit (loss) _ $96.2 $9.6 $40.4 $(3.5) @ $8.7 . $1514

Revenues from external customers $493.8 $114.2 $275.2 $61.8 $99.1 - $1,044.1

Depreciation/amortization 9.7 - 20 0.8 3.0 15.5

Segment profit - $105.2 $8.3 $31.6 - $1.0 $13.09  $159.1

(1) Includes $3.6 million in costs related to the close-down of the French agency business and eSettlement business unit of NCH,
(2) Includes charges of $2.7 million related o the elimination of PreVision as a stand-zlone entity.
(3) Includes $3.5 million write-off of an investment in a cost-basis Internet investment.




. VALASSIS COMMUNICATIONS, INC.
l Notes to Consolidated Financial Statements
Reconciliations to c'lonsolidated financial statement totals are as follows:

. : , YEAR ENDED -
fin millions of U.S. doltars) . ' : ' " Dec. 31, 2006 Dec.31.2005 " Dec. 31, 2004
Profit for reponable: segments ) $118.1 $151.4 $159.1
Unallocated amounts: 7 '
Legal and professional costs related to
the pending ADVO transaction and related
litigation ' : (16.1) - -
- Interest.expense— ... .5 - L I L0 oL . (247 . (109 . (11.9)
Other (expenses)land income . oY 6.2 5.7 9.1
RIS L Lt AT . -
Earnings before Taxes.. .. . G0ow" v ¥ '$83.5 - $146.2 $156.8
Domestic and foreign revenues were as follows:
i
: YEAR ENDED
{in millions of U.S. doitars) 1 . Dec. 31, 2006 Dec. 31, 2005 Dec. 31, 2004
United States L , $982.5  $1,080.5 $988.4
Foreign .‘ 61.0 ‘505 55.7
' ‘ $1,043_.S__ &131.0 __ $1,044.1

Domestic and foreign long-lived assets (propernty, plant and equipment, net) were as follows:

Ll

' o o YEAR ENDED

(in millions of U.S. doltars) Dec. 31, 2006 Dec. 31, 2005
i

United States _ . $89,335 $88,227

Foreign 20,051 19,920
' $109,386 $108,147




- VALASSIS COMMUNICATIONS, INC.

Notes 1o Consolidated Finanicial Statements

{13) EARNINGS PER SHARE

Earnin'gé_ per common share (“EPS”) data was comiputed as follows:

1
£

_ YEAR ENDED

ron

{in millions of U.S. dollars) Dec: 31; 2006 Dec. 31, 2005 ' D;c. 31,2004
Net earnings ' ' ' $51,282 $95,396 | $100;,747 . '

 Basic EPS: !

Weighfed average common shares outstanding ' 47,757 49,466 51758 - :
Net earnings per common share, basic ; §1.07° . .- ~ §1.93, $1.95 '
Diluted EPS: - e e | | S ;
Weighted average com'n‘lon shares outstandir;g ' 47,757 ] ‘. - 49,4’6‘6'7 “ ‘ 51|758 S

_ Shares issued on assumed exercise of dilutive options { 239 5,856 4,773 )
Shares purchased with assumed proceeds of options ; ,

and unearned restricted shares R N (250) (5,191 (4;387) . !
Shares contingently issuable £ , I 34 52 L 70 ;
Shares applicable.to diluted earnings 47,780 50,183 52,214 :
T R g . :
Net edarnings per common share, diluted - = - $1.07 $1.90 $1.93
- |

P

~ Unexercised employee stock: ‘options to purchase 6.4 million shares, 1. 4 million shares, and-3.3 million Ghdres of Valassis'
common stock as of December 31, 2006, 2005 and 2004, respectively, were not included in the compumtlons of diluted f
EPS because the options’ exercise pnces were greater than th(, average market pnce of our common'stock during the

respectwe periods. ) ; |




VALASSIS COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements
!
(14) QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
: : %
The following is a summary of the quarterly results of operations for the years ended December 31, 2006 and December
31, 2005. ‘ S ‘

THREE MONTHS ENDED

(in thousands of U.S. dollars, except for per share data) Mar. 3t . June 30 Sept. 30 - : Dec. 1
. Fiscal Year Ended December 31, 2006 : : ’
Revenues ' : ) : $247,646 $260,593 $248,883 $286,369
Cost of sales ' ' 185,269 197,972 187,233 219,114
‘Net earnings o : . .. +18,038 19,689 . 6622 . .6,913
Net earnings per common share, diluted $0.38 $0.41 $0.14 $0.14
. THREE MONTHS ENDED

{in thousands of U.S. dollars, except for per share data) Mar. 31 ., June 30 Sept. 30 Dec. 31
Fiscal Year Ended December 31, 2005 . ' '

Revenues ¢ $279;284 $276,427 $266,086  $309,246
Cost of sales ! R 199,656 - 200,009 - 199,163 . 237,503
Net earnings : 287242 25,524 21,305 ©T20325

" Net earnings per co:mmon share, diluted - $0.55 $0.50 - $0.42 30.42

'
3
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of

Valassis Communications, Inc.
Livonia, Mlchlgan

B : |

We have audited the accompanying consolidated balance sheets of Valass1s Commumcat:ons Inc. and subsmhanes (the
“Company”™) as of December 31, 2006 and 20053, and the related consohdated statements of income, stockholders equity,
and .cash flows for each;of the three years in the period ended December 31, 2006. Our audits also included the
financial statement s¢ hedule listed in the Index at Item 15. We also have audited management's dssessment included
in the accompanying Management’s Report on Internal Control Over Fmancul Reporting, that the Company maintained
effective internal”control over financial reporting as of December 31, 2006 based on the criteria establ:shed -in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Orgamzanons of the Treadway Cpmm15510r1 The
Company's: management is responsible for these financial statements and financial statément schedule; for maintaining
effective internal control .over financial reporting, and for its abses‘;ment of the effectiveness of internal control over
financial reporting. Our ‘responsibility is to- express an opinion on these financial statements and ﬁdancml statement
schedule, an opinion on management’s assessment, and an opinion on the effectiveness of the Company’s internal control

over financial repomng based on our audits. o o
PR 1 p N T

+

'
'
¢
i
I
I
i

We conducted our audlts in- accordance w1th the standards of the Public Company Accountmg Over51ght Board (United
States). THose standards require’ that 'we plan.and perform the audit tof obtain reasonable assurance about whether the

_financial statements are free of material misstatement and whether effectlve internal control over - ﬁnanc1al reporting

.

was maintained in all material respects. Our audit of financial statements included examining, on a test basis, evidence
supporting the. amounts iand, disclosures in the financial statements,: !  assessing - the accounting prmcnples used - and
significant estimates made by management, and evaluating the overall financial statement presentatlon OQur audit of
internal control over financial reporting included obtaining an undelstandmg of internal control over ﬁdanc:al reporting,
evaluating management’s- assessment, testing and evalua[mg the design and operating effectiveness of. internal control,
and performing such other procedures as we considered necessary 1n the circumstances. We belleve ‘that our audits
provide a reasonable basis for our opinions. . . : i

' . E " 1
A company s internal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and pr1nc1pal financial officers, or persons performing similar functions, and effected by the company’s
board of directors, management and other personnel to provide reasonable assurance regarding the rellab111ty of financial
reporting and the preparation ‘of financial statements for external purposes in accordance with generally accepted
atcounting principles. A company's internal control over financial reporting includes those policies; and procedures
that (1) pertain to the maintenance of records that, in reasonable cletzull accurately and fairly reflect the| transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded 4s necessary to
permlt preparation of financial statements in accordance with generallytaccepted accounting prmc1ples 'and that receipts
and expenditures-of the company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthon?ed acquisition,
use, or d15p051t1on of the :company’s assets that could have a material effect on the financial statements. 1

N

Because of the inherent limitations of internal control over financial repomng, “including the p0551b111ty of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected
on a timely basis, Also, projections of any evaluation of the effectiveness of the internal control over ﬁnanc1al reporting to

. future periods are sub]ect to the risk that the controls may become madequate because of ch.mges in COHdlthI’lS or that

the degree of comphance with the policies or procedures may dctenorate ,
i

;
i
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In our opinion, the consolidated financial statements referred.to above present fairly, in all material respects, the financial
position of Valassis Communications, Inc. and subsidiaries as of December 31, 2006 and 2005, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2006, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, such financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly,
in all material respects, the information set forth therein. Also, in our opinion, management's assessment that the
Company maintained effective internal control over financial reporting as of December 31, 2006, is fairly stated, in all
material respects, based on the criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Furthermore, in our opinion, the Company maintained, in
. all material respects, effective internal control over financial reporting as of December 31, 2006, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. '

As discussed in Note 1 to the financial statements, effective January 1, 2006, the Company changed its method of
accounting for share-based payments to conform to Statement of Financial Accounting Standards No. 123R, Share-Based
Paymeni.

DELOITTE & TOUCHE LLP

. . -t L ' . ad
Detroit, Michigan

February 10, 2007
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Item 9. Changes and disagreements with Accountants on Accou-nting and Financial Disclosuré
* Not applicable. . ' |
Item 9a. Controls and Procedures

As of the end of the period covered by this filing of the Annual Report on Form 10-K, Valassis carried out an evaluation,
under the supervision and with the participation of Valassis' Disclosure Committee, including the Chief Executive Officer
and Chief Financial Officer, of disclosure controls and procedures pursuant to Rules 13a — 15 of the Exchange Act. Based
on this evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the disclosure controls and
procedures are effective in ensuring that the information required to be disclosed in the reports that it files or submits
under the Exchange Act (i) is recorded, processed, summarized and reported within the time periods spe(i:iﬁed in the SEC’s
rules and forms, and (ii) is accumulated and communicated to our management, including our Chief Executive Officer and
Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

There has been no change in internal control over financial reporting that occurred during our fourth fiscal quarter that
has materially affected, or is reasonably likely to materially affect our in;ernal control over financial reporting. '

There has been no change in internal control over financial reporting that occurred during the fourth ﬁscal quarter that
has matcnally affected, or is reasonably hkely o materldlly affect our internal control over financial repomng

Management's Report on Intemal Control Over Financial Reporting

Our management is responsible for establishing and maintaining an adequate system of internal control over financial
reporting. Our system of internal control over financial reporting is designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
accounting principles generally accepted in the United States of America.

Our imernal- control over ﬁnancial reporting includes those policies and procedures that;

e Pertain to the maintenance of records that, in reasonable detail, acc,urately and fairly reflect our transactions and
dispositions of our assets;

e Provide reasonable assurance that our transactions are recorded as necessary to permit preparation-of our financial

" statemerits in accordance with accounting principles generally accepted in the United States of America, and that

our receipts and expenditures are being made only in accordance with authorizations of our management and our
directors; and.

e Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of our assets that could have a material effect on the financial statements. ‘

Because of its inherent limitations, a system of internal control over financial reporting can provide only reasonable!

assurance and may not prevent or detect misstatements. Further, because of changes in conditions, effectiveness of

internal controls over financial reporting may vary over time. Qur system contains self momtormg mechanisms, and,

actions are taken to correct deficiencies as they are identified.

Our management conducted an evaluation of the effectiveness of the system of internal control over financial reporting:
based on the framework in Internal Control-Integrated Framework issued by the Committee of Sponsor:ng Organizations:
of the Treadway Commission. The evaluation included review of the documentation of controls, evaluation of the design
effectiveness of controls, testing of the operating effectiveness of contriols and a conclusion on this evaluation. Based on:
this evaluation, our management concluded that our system of internal control over financial repomng was effective as‘
of December 31, 2006. Our management's assessment of the effectiveness of our internal control over ﬁnancml reportmg
has been audited by Deloitte & Touche LLP, an independent reg1stered public accounting firm, as stated in their report
which is included herein. '

Item 9B. Other Information

None,




PART Il

i

Certain information required by Part 11 is omitted from this report in that the registrant will file a definitive proxy statement
pursuant to Regulation 14A (the “Proxy Statement™) not later than 120 days after the end of the fiscal year covered by this
report on Form 10-K, and certain information included therein is incorporated herein by reference.

Item 10. Directors and Executive Officers of the Registrant

The information required by this ltem is set forth in Valassis’ Proxy Statement for the 2007 Annual Meeting of Stockholders,
which information is hereby incorporated herein by reference. On March 9, 2004, the Corporate Governance/Nominating
Committee adopted as its policy that Valassis will consider recommendations from shareholders of candidates for election
as a director of Valassis and that the process for evaluating potential candidates recommended by shareholders and
derived from other sources shall be substantially the same. Prior to this action the policy of the Committee had been not
to consider candidates recommended by Valassis shareholders.

Valassis has adopted a Code of Business Conduct and Ethics that applies to all of its. employees, -inclhdi-ﬁg its Chief
. Executwe Officer, its Chief Financial Officer and its Corporate Controller. The text of this Code is available on the Internet
" af the ValJSSlb ch site at www. ‘valassis.com. Valassis intends to satisfy its disclosure obligations regardmg amendm&_nts
to the Code and waivérs that ‘apply to the above named officers by posting this information on the Valassis Web site.
Item 11. Executive Compensation

The information required by this Item is set forth in Valassis’ Proxy Statement for the 2007 Annual Meeting of Stockholders,
which information-is hereby incorporated herein by reference, excluding the Stock Price Performance Graph and the
Compens.mon/btonk Option Committee Report on Executive Compensation.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this Item is set forth in Valassis’ Proxy Statement for the 2007 Annual Meeting of Stockholderf;
which information is hereby incorporated herein by reference.

Item 13. Certaih Relationships and Related Transactions

The information required by this Item is set forth in Valassis' Proxy Statement for the 2007 Annual Meeting of Stockholders,
which information is hereby incorporated herein by reference. :

Item 14. Pn'nciphl Accountant Fees and Services

The information required by this Item is set forth in the Valassis Proxy Statement for the 2007 Annual Meeting of
Stockholders, which information is hereby incorporated herein by reference.
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PART IV

item 15. Exhibits and Financial Statement Schedules

The following documents are filed as a part Vo'f this Report: ) ' : .

1. Financial Statements. The following consolidated financial statements of Valassis Communications, Inc. and
subsidiaries are included in Item 8: — '

+
t

Consolidated Balance Sheets as of December 31, 2006 and 2005
Con_so!idated Statements of Income for the Years Ended December 31, 2006, 2005 and 2004
Consolidated Statemen;:s c;f Stbckhéiders’ Equity for the Years Ended December 31, 2006, 2005 and 2004
Consolidated Statemenis-of Cash Flows‘for the Years Ended Decemb’:er 31, 2006, 2005 and 2004

P
o CL !

4 . - "
v - '

Notes to Consolidated Financial Statements,
Report of Independent Registered Public Accounting Firm o ' |

2. Financial Statement Schedules. The following consolidated financial statement schedule of Valassis Communications, |
Inc. for the years ended December 31, 2006, 2005 and 2004: ' ‘

Schedule - ' o - Page
II valuation and Qualifying Accounts .. .............. e 5-2

Schedules not listed above have been omitted because they are not applicable or are not required or the information
required to be set forth therein is included in the Consolidated Financial Statements or Notes thereto.

b
1

3. Exhibits. The Exhibits on the accc;mpanying Index to Exhibits immediately following the financial statement schedules
are filed as part of, or incorporated by reference into, this report on Form 10-K. |




SIGNATURES

Pursuant to the requ:rements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Reglstram has duly caused
this Report to be signed on its behalf by the under31gned thereunto duly authorized.

VALASSIS COMMUNICATIONS INC.

3

By:/s/Alan F. Schultz February 12, 2007
Alan F. Schulz - : Date
President and Chief Executive Officer a

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature . ) Title . -~ - .+ - "~ . Date
/s/Alan F. Schultz - Chairman of the Board of Directors, February 12, 2007
Alan F. Schuliz | President and Chief Executive Officer - C )
! (Principal Executive Officer) :
/s/Joseph B. Anderson ‘ : Director February, 1‘2, 2007

Joseph B. Anderson

- /s/Patrick F. Brennan Director ‘ _ February 12, 2007
Patrick F. Brennan

' /s/Kenneth V. Darish Director February 12, 2007

Kenneth V. Darish

'/S/Barry P. Hoffman General Counsel and Director F.ebru>ary 12, 2007 '
Barry P. Hoffman .

/s/Walter H. Ku Director February 12, 2007
Walter H. Ku

/s/Robert L. Recchia Chief Financial Officer and Director February 12, 2007
Robert L. Recchia’ {(Principal Financial and )

A Accounting Officer)

/s/Marcella A. Sampson Director ' February 12, 2007
Marcella A. Sampson

/s/Faith Whittlesey Director February 12, 2007
Faith Whitlesey




Schedule 11
« + v VALASSIS COMMUNICATIONS, INC. -

VALUATION AND QUALIFYING ACCOUNTS
Years Ended Dec. 31, 2006, 2005 and 2004

(in thousands of 1.5. dollars}

. # Charged

. : . Balance at- . to ' Balance
Beginning Costs and Deductions atEnd

Description ‘ .- ofPgriod Expenses . {1} . of Period

Allowance for doubtful-
accounts (deducted from

accounts receivable): . . . _ -
Year Ended Dec. 31,20006......... : 5,101 1,128 1,228 5,001
Year Ended Dec. 31, 2005......... © T 4,755 798 452 5,101
(66) 4,755

Year Ended Dec. 31, 2004......... 3,344 1,345

(1) Accounts deemed to be uncollectible.
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EXHIBIT INDEX

Exhibit
Number

21

2.2

23

3.1

3.2

4.1

4.2

4.2(a)

4.4

4.5

4.6

4.7

10.3*

Stock Purchase Agreement by and among Valassis Communications, Inc., Valassis Coupon Clearing,
Inc., as Buyer and NCH Stockholders, collectively, as Sellers and NCH Marketing Services, Inc. dated

. February 13, 2003 (incorporated by reference to Exhibit 2.1 to Valassis’ Form 8-K filed on February
. 21, 2003)

Agreement and Plan of Merger, dated as of July 5, 2006, by and among Valassis Communications,
Inc., ADVQ, Inc. and Michigan Acquisition Corporation (incorporated by reference to Exhibit 2.1 to
Valassis’ 8-K filed on July 10, 2006)

Amendment No. 1, dated.as of December 18, 2006, to the Agreement and Plan of Merger, dated as
of July 5, 2006, by and among Valassis Communications, Inc., Michigan Acquisition Corporation and

ADVO, Inc. (incorporated by reference to Exhibit 2.1 1o Valassis’ 8-K filed on December 20, 2006)

Restated Certificate of Incorporation of Valassis Communications, Inc. (incorporated by reference to

. Exhibit 3.1 to Valassis’ Registration Statement No. 33-45189)

Amended and Restated By-laws of Valassis Communications, Inc. (incorporated by reference to

- Exhibit 3 (ii) to Valassis’ Form 10-Q for the period ended March 31, 1999)

Indenture between Valassis Communications, Inc. and The Bank of New York, as trustee, relating
to the Zero Coupon Convertible Senior Notes Due 2021 (incorporated by reference to Exhibit 4.1 to
Valassis’ Registration Statement on Form §-3 (No. 333-65824))

Form of Indenture between Valassis Communications, Inc. and The Bank of New York, as trustee,
relating to the 6 5/8% Senior Notes due 2009 (incorporated by reference to Exhibit 4.1 to Valassis’

Registration Statement No. 333-75041)

First Supplemental Indenture dated as of March 9, 1999 {incorporated by reference to Exhibit 4.1(a)

' to Valassis’ Registration Statement No. 333-75041)

" Certificate of Designations of Preferred Stock of Valassis Communications, Inc. filed with the Office of

the Secretary of State of Delaware on September 21, 1999, Authentication No. 9983607 (incorporated
by reference to Exhibit (4) to Valassis’ Form 8-K filed on September 23, 1999)

Amendment No. 1, dated as of October 10, 2003, to Rights Agreement dated as of September 1, 1999,
between Valassis Communications, Inc. and Natjonal City Corporation, as Rights Agent (incorporated

- by reference to Exhibit 2 to Valassis” Form 8-A/A (File No. 011-10991) filed on October 14, 2003)

Form of Indenture between Valassis Communications, Inc. and BNY Midwest Trust Company, as

trustee, relating to the Senior Convertible Notes due 2033 (incorporated by reference to Exhibit 4.1
to Valassis' Registration Staiement on Form §-3 (No. 333-107787)

Amendment No. 2, dated as of January 5, 2007, to the Rights Agreement, dated as of September 1,
1999, as amended on October 10, 2003, between Valassis Communications, Inc. and National City
Corporation, as rights agent {incorporated by reference to Exhibit 4.1 to Valassis' Form §-K filed on
January 8, 2007)

Employment Agreement, dated January 20, 1992 among Robert L. Recchia, Valassis Communications,
Inc. and Valassis Inserts, Inc., including amendment dated February 11, 1992 (incorporated by
reference to Exhibit 10.5 to Valassis' Registration Statement No. 33-45189)




10.3(a)*

10.3(b)*

10.3(c)*

. 10.3(d)*

10.3(e)*

| "10.3(0°

10.3(g>

10.3(h)*

10.4* -

10.4(a)*

10.4(b)* |

10.4(c)*

10.4(d)*

10.4(e)*

10.4(F)

10.4(g)*

10.4Ch)"

Amendment to Employment Agreement and Non Qualified Stock Option Agreement of Robert Recchia
dated January 2, 1996 (incorporated by reference to Exhibit 10.6(a) to Valassis’ 1995 Form 10-K)

Amendment to Employment Agreement and Non Qualified Stock Option Agreement of Robert
Recchia dated January 3, 1997 (incorporated by reference to Exhibit 10.6(b) to Valassis' 1996 Form
10-K)

Amendment to Employment Agreement and Non Qualified Stock Option Agreement of Robert L.
Recchia dated December 9, 1998 (incorporated by reference to Exhibit 10.3(c)* to Valassis' 1998 Form
10-K) '

Amendment to Employment Agreémem of Robert L. Recchia dated December 23, 1999 (incorporated
by reference to Exhibit 10.3(d) to Valassis’ 1999 Form 10-K) .

Amendment to Employment Agreement of Robert L. Recchia dated March 14, 2001 (incorporated by
reference to Exhibit 10.3(e) to Valassis' 2000 Form 10-K) :

Amendment to Employment Agreement of Robert L. Recchia dated December 20, 2001 (incorporated
by reference to Exh1b1t 10.3(H) to valassis’ 2001 Form 10-K)

Amendment to Employment Agreement is made]uly 8, 2002 by and between Valassis Communications,
inc. and Robert L. Recchia (incorporated by reference to Exhibit 10.3(g) to Valassis’ Form 10-Q for the
period ended June 30, 2002)

Amendment to Employment Agreement of Robert L Recchu dated January 11, 2005 (incorporated by
reference to Exhibit 10.3(h) to Valassis’ 2004 Form 10-K)

Employment Agreement, dated January 20, 1992, among Barry P. Hoffman, Valassis Communications,
Inc. and Vilassis Inserts, Inc., including amendment dated February 11, 1992 (incorporated by
reference to Exhibit 10.6 to Valassis' Registration Statement No. 33-45189)

Amendment to Employment Agreement and Non Qualified Stock Option Agreement of Barry P.
Hoffman dated December.19, 1995 (mcorporated by reference to Exhibit 10.7(a) to Valassis’ 1995
Form 10- K)

Amendment to Employment Agreement and Non-Qualified Stock Option Agreement of Barry P.
Hoffman dated December 12, 1997 (mcorporated by reference to Exhibit 10.7(b) to Valassis’ 1997
Form 10-K)

Amendment to Employment Agreemém and Non Qualified Stock Option Agreement of Barry P.

_ Hoffman dated December 9, 1998 (incorporated by reference to Exhibit 10.4(c)* to Valassis’ 1998

Form 10-K)

Amendment to Employment Agreement of Barry P. Hoffian dated December 16, 1999 (incorporated
by reference to Exhibit 10.4(d) to Valassis’ 1999 Form 10-K)

Amendment to Employment Agreement of Barry P. Hoffman dated March 14, 2001 (incorporated by -
reference to Exhibit 10.4(e) to Valassis’ 2000 Form 10-K)

Amendment to Employment Agreement of Barry P. Hoffman dated December 20, 2001 (incorporated
by reference to Exhibit 10.4(f) to Valassis’ 2001 Form 10-K)

This Amendment to Employmem Agreement is made June 26, 2002 by and between Valassis
Communications, Inc. and Barry P. Hoffman (incorporated by reference to Exhibit 10.4(g) to Valassis’
Form 10-Q for the period ended June 30, 2002) ‘

Amendment to Employment Agreement of Barry P. Hoffman dated December 21, 2004 (incorporated
by reference to Exhibit 10.4(h) to Valassis' 2004 Form 10-K)
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10.5%.

10.5(a)"

10.5(b)*

10.5(0*

10.5(d)

lOl.S(E)'

' 10.5(0"
10.5(g)*
10.5(h)

-10.5G)*
10.5?1')‘
10.5(k)*
10.6°.

10.6¢a)

10.6(b)*

10.6(c)*

10.6(d)*

Employment Agreement of Richard P. Herpich dated as of January 17, 1994 {incorporated by reference
to Exhibit 10.5* to Valassis' 1998 Form 10.K) '

Amendment to Employment Agreement of Richard P. Herpich dated June 30, 1994 (incorporated by
reference to Exhibit 10.5(a)* to Valassis’ 1998 Form 10-K)

Amendment to Employment Agreement and Non Qualified Stock Optién Agreements of Richard P.
Herpich dated December 19, 1995 (incorporated by reference to Exhibit 10.5(b)* to Valassis’ 1998
Form 10-K)

Amendment to Employment Agreement and Non Qualified Stock Option Agreements of Richard P.
Herpich dated February 18, 1997 (incorporated by reference to Exhibit 10.5(c)* to Valassis’ 1998 Form
16-K)

Amendment to Employment Agreement and Non Qualified Stock Option Agreements of Richard P.

Herpich dated December 30, 1997 (incorporated by reference to Exhibit 10.5(d)* to Valassis’ 1998

Form 10- I\)

Amendment 10 Embloyment Agreement. and Non Qualifted Stock Option: Agreements of Richard P,
Herpich dated December 15, 1998 (mcorporated by reference to Exhibit 10. 5(6)“ to Valassis’ 1998
Form 10-K) . . . . Lo .

. Amendment to Employment Agreement of Richard P, Herpich'dated January 4, 2000 (incorporated by
- reference 1o Exhibit 10.5(f) to Valassis’ 1999 Form 10-K)

* Amendment to Employment Agreement of Richard P. Herpich dated December 21, 2000 (incorporated

by reference to Exhibit 10.5(g) to Valassis’ 2000 Form 10-K)

Amendment to Employment Agreement of Richard P. Herpich dated December 20, 2001 (incorporated
by reference to Exhibit 10.5(h).to Valassis’ 2001 Form 10-K)

This Amendment to Employment Agreement is made May 13, 2002 by and between Valassis
Communications, Inc. and Richard P. Herpich (incorporated by reference to Exhibit 10.5() to Valassis’
Form 10-Q for the period ended June 30, 2002)

i This Amendment to Employment Agreement is made July 8 2002 by and between Valassis

.+ Communications, Inc. and Richard P. Herpich (incorporated by reference to Exhibit 10.5(g) to Valassis’

Form 10-Q for the period ended June 30, 2002)

" Amendment to Employment Agreement of Richard P. Herpich dated January 14, 2005 (incorperated

by reference to Exhibit 10.5(k) to Valassis' 2004 Form 10-K)

Employment Agreement among Alan F. Schuliz, Valassis Communications, Inc. and Valassis Inserts,
Inc. (incorporated by reference to Exhibit 10.17 to Valassis’ Registration Statement No. 33-45189)

© Amendment to Employment Agreement among Alan F. Schultz, Valassis Communications, Inc, and

! Valassis Inserts, Inc. (incorporated by reference to Exhibit 10.16(a) to the Form 10-K for the transition

. period of July 1, 1994 to December 31, 1994)

" Amendment to‘Employment Agreement and Non Qualified Stock Option of Alan F. Schultz dated

December 19, 1995 (incorporated by reference to Exhibit 10.16(b) to Valassis’ 1995 Form 10-K)

~ Amendment to Employment Agreement and Non Qualified Stock Optlon Agreemeni of Alan F.
« Schultz dated September 15, 1998 (incorporated by reference to Exhibit 10.16(c) to Valassis’ Quarterly

Report on Form 10-Q for the period ending September 30, 1998)

Amendment to Employment Agreement of Alan F. Schuliz dated December 16, 1999 (incorporated by

" reference to Exhibit 10.11(d) 1o Valassis’ 1999 Form 10-K)
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10.6(e)*
10.6(f)*

10.6(g)*

10.6(h)*
10.7*
10.8
10.9*
10.10*
10.111'
10.1.2

10.13

10.13(a)*
10. 1‘3(b)‘
10.13(c)>"
10.13(d)»*
10.13(e)*
10.13(H)*

10.13(g)*

Amendment to Employment Agreement of Alan F. Schultz dated March 14, 2001 (incorporated by
reference to Exhibit 10.11 (e) to Valassis' 2000 Form 10-K)

Amendment to Employment Agreement of Alan F. Schultz dated December 20, 2001 (incorporated by
reference to Exhibit 10.11(f) to Valassis' 2001 Form 10-K)

This Amendment to Em'ploymem Agreement is made June 26, 2002 by and berween Valassis
Communications, Inc. and Alan F. Schuliz (incorporated by reference to Exhibit 10.11(g) to Valassis’

Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of Alan F. Schultz dated December 21, 2004 (incorporated by
reference to Exhibit 10.11(h) to Valassis’ 2004 Form 10-K)

Amended and Restated Senior Executives Annual Bonus Plan (incorporated by reference to Exhibit
B to Valassis' Proxy Statement dated April 16, 2001)

Lease for New Headquarters Building (incorporated by reference to Exhibit 10.21 to Valassis' Form
10-Q for the period ended June 30, 1996)- :

Amended and Restated Executive Restricted Stock Plan (incorplomted by reference to Exhibit A to
Valassis' Proxy Statement dated April 16, 2001)

Employee and Director Restricted Stock Award Plan (incorporated by reference to Exhibit B o

Valassis’ Proxy Statement dated April 25, 1996).

Employee Stock Purchase Plan (incorporated by reference to Exhibit C to Valassis’ Proxy Statement
dated April 25, 1996)

Valassis Communications, Inc. Amended and Restated 1992 Long-Term Incentive Plan (incorporated
by reference to Exhibit 10.22 to Valassis’ 1998 Form 10-K)

Employment Agreement dated March 18, 1992, between William F. Hogg, Jr. and Valassis
Communications, Inc. (incorporated by reference to Exhibit 10.23 to the Company’s Form 10-Q for
the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated December 22, 1995 (incorporated

by reference to Exhibit 10.23(a) 1o the Compuny’s Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F Hogg, Jr. datéd January 20, 1997 (incorporated |

by reference to Exhibit 10.23(b) to the Company’s Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated December 23, 1993 (incorporated
by reference to Exhibit 10.23(c) to the Company’s Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated January 5, 2001 (incorporated
by reference to Exhibit 10.23(d) to the Company's Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated January 11, 2002 (incorporated

by reference to Exhibit 10.23(e) to the Company’s Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated July 8, 2002 (incorporated by
reference to Exhibit 10.23() to the Company's Form 10-Q for the period ended June 30, 2002)

Amendment to Employment Agreement of William F. Hogg, Jr. dated January 10, 2005 (incorporated
by reference to Exhibit 10.23(g) to the Valassis 2004 Form 10-K)




10.13Ch)*

10.14

10.14Cay

10.15

10.16

10.17

10.18

10.19

10.20

121
21.1
231

99

311
31.2
32.1

32.2

Amendment to Employment Agreement of William F. Hogg, Jr. dated January 17, 2006 (incorporated
by reference to Exhibit 10.23(h) to the Valassis 2005 Form 10-K

Valassis Communications, Inc. Supplemental Benefit Plan dated September 15, 1998 (incorporated by
reference to Exhibit 10.24 to Valassis' Form 10-Q for the period ended June 30, 2002)

First Amendment to Valassis Communications, Inc. Supplemental Benefit Plan dated June 25, 2002
{incorporated by reference to Exhibit 10.24(a) to Valassis’ Form 10-Q for the period ended June 30,
2002)

Credit Agreement dated as of November 1, 2002 among Valassis Communications, Inc. and various
financial institutions and Standard Federal Bank, N.A., as Administrative Agent and Lead Arranger
with Harris Trust and Savings Bank, as Syndication Agent and Comerica Bank, as Documentation
Agent (incorporated by reference to Exhibit 10.3(g) to Valassis' September 30, 2002 10-Q)

* Valassis Communications, Inc. 2002 Long-Term Incentive Plan (incorporated by reference to Exhibit
- A to Valassis' Proxy Statement dated April 15, 2002)

Valassis Communications, Inc. Broad-Based ‘Incentive Plan (incorporated by reference to Exhibit
10.27 to Valassis’ 2002 Form 10-K)

Valassis Communications, Inc. 2005 Executive Restricted Stock Plan (incorporated by reference to
Exhibit C to Valassis’ Proxy Statement dated April 5, 2005)

- Valassis Communications, Inc. 2005 Employee and Director Restricted Stock Award Plan (incorporated

by reference to Exhibit D to Valassis’ Proxy Statement dated April 5, 2005)

Letter Agreement between Valassis Communications, Inc. and ADVO, Inc. (mcorporated by reference
to Exhibit 2.2 to Valassxs Form 8K filed on July 10, 2006

. Statements of Computation of Ratios

Subsidiaries of Valassis Communications, Inc.
Consent of Independent Registered Public Accounting Firm

Rights Agreement dated as of September 1, 1999 by and between Valassis and the Bank of New York
(incorporated by reference to Exhibit 99.1 to Valassis' Form 8-A 12B/A filed on November 8, 1999)

-Section 302 Cenification from Alan FE. Schuliz

Section 302 Certification from Robert L. Recchiar
Section 906 Certification from Alan F. Schultz

Section 906 Certification from Robert L. Recchia

*Constitutes a management contract or compensatory plan or arrangement.
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: CEXHIBIT121

i - f
- YEAR ENDED . !

{in shousands of U.S. dollars) Dec. 31,2006 - Dec:31,2005  Dec.31,2004  Dec.31,2003  Dec. 31, 2002 :

Fixed charges: - o R : ' A

Interest expense $10,998V $10,927 $11,362 -$13,134  ~ $13,347 N
Portion of rent expense’ . - ‘ :
representative of interest 2000 2,900 r2,600 . 2,467 1,867 !
Total fixed charges i T 813808 $13.827- - - $13,962 $15,601 - $15,214 |
Earnings: : :
Income from continuing - -~ ) o, ) !
operations before tax-. -~ . $101,989  $151,457  $159,067 ©  $162:833  $149,197 !
Fixed charges per above 13,898 13,827 113,962 15,601 15214 ?

Total earnings C- 0 $115,887 - $165,284 $173,029 $178,434  $104,411

Ratio of earnings to fixed charges 8.34 11.95 ! 1223 - 11.44 10.81

(1) Excludes $13,751 of interest expense for premiums and losses on swap and swaption coniracts. These contracts are unrelated to our indebtedness.




- EXHIBIT 21.1

Subsidiaries of Valassis Communications, Inc.

\ Name Under Which State or Country of
Subsidiary Legal Name . Busiress is Conducted . Incorporation
Valassis Manufacturing Company - Valassis Manufacturing Company Delaware
Valassis Sales and Marketing Services, Inc. . Valassis Sales and Marketing Delaware
NCH Marketing Services, Inc. NCH o Delaware
Promotion Watch, Inc. Promotion Watch ' Delaware
Valassis Relationship Marketing Systems LLC VRMS ’ Delaware
Valassis Data Management, Inc. - Valassis 1 to 1 Solutions Delaware
Valassis of Canada Co. Valassis of Canada Canada
V(I Fulfillment Group VCI Fulfillment Mexico

This list excludes twenty-eight.subsidiary companies of which eleven dre domestic and seventeen are foreign.
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EXHIBIT 231

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference of our report dated February 9, 2007, relating to the financial statements
and financial statement schedule (which report expresses an unqualified opinion and includes an explanatory paragraph
relating to a change in the method of accounting for stock-based compensation to conform to Statement of Financial
Accounting Standards No. 123R, Share-Based Payment) of Valassis Communications, Inc., and management’s report on
the effectiveness of internal control over financial reporting appearing in the Annual Report on Form 10-K of Valassis i
Communications, Inc. for the year ended December 31, 2006, in the following Registration Statements: ’ ‘

Form ) Registration No. '

- Form §5-8 . 3350760
Form 5-8 333-00022
Form S-8 333-00024
Form $-8 333-50466
Form $-8 " 333.52019
_ Form $-8 : - 33374263 *. :
Form S8 . . 333.87162. . . . .
Form $-8 333-104072 . :
Form S-8 333-128158 L ‘
Form $-3 333-65824 |

Form $-3 333-107787 . . . ' .

Detroit, Michigan ) : . .
February 9, 2007 '

7 ,




EXHIBIT 311
I, Alan F. Schultz, certify that:
1. I have reviewed this annual report on Form'10-K of Valassis Communications, Inc.;

2. . Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit 1o state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual repon;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15 (D) and 15d-15(f) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such.disclosure controls and
procedures to be designed under our supervision; to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the peried in
which this annual report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

<) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this annual report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of
the period covered by this report based on such evaluation; and

dd disclosed in this repont any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fscal quarter (the Registrant's fourth fiscal quarnier in case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant's board of
directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.
Date: February 12, 2007

/5/ ALAN F. SCHULTZ

Alan F, Schultz
Chief Executive Officer
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" EXHIBIT 31.2

I, Robert L. Recchia, certify that: : .

1. [ have reviewed this annual report on Form 10-K of Valassis Communications, Inc.;

2. Based on my knowledge, this annual report does not c<;3ntain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this ;
annual report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. _The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15 (f).and 15d-15(f)) for the registrant and have:

a) o designed such disclosure controls and procedures, or caused such disclosure controls and . i
procedures to be designed under our supervision, to ensure. that material information relating to the registrant, including '
. ' T N . B . . . . . . . . |
its consolidated subsidiaries, is made known to us by. others within those entities, particularly during the period in

which this annual report is being prepared;

b) designed such internal control over financial reporting, or caused such internal contrel over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability

of financial reporting and the preparation of financial statements for external purposes in accordance with generally

accepted accounting principles;

1

in this annual report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of
the period covered by this report based on such evaluation; and

c) . evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented |

t

d) . disclosed in this report any change in the registrant’s internal control over financial reporting |
that occurred during the registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in case of an annual |

report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. . The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of

internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent function): '

a) all significant deficiencies and material weaknesses in the design or operation of internal

- control over financial reporting which are reasonably likely to adversely affect the registrant’s ahbility to record, process, |

summarize and report financial information; and | . ‘

'

by - +any fraud, whether or not material, that involves management or other employees who have a |
significant role in the registrant's internal control over financial reporting,. : J
- r il

Date: February 12, 2007,

/S/ ROBERT L. RECCHIA

Robert L. Recchia
Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. 1350
(SECTION 806 OF THE SARBANES-OXLEY ACT QOF 2002}

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigﬁed officer of Valassis Communications,
Inc. (the “Company”), does hereby certify, to the best of his knowledge and belief that:

(D) " The Annual Report on Form 10-K for the year ended December 31, 2006 (the “Report™) fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

@. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: February 12, 2007
o ' /5/ ALAN F. SCHULTZ
Alan F, Schultz
Chief Executive Officer

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form
10-K and shall not be considered filed at pant of the Form 10-K.
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.5.C. 1350 |
(SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002)

Pursuant o Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officer of Valassis Corﬁmunications,
Inc. (the “Company™), does hereby certify, to the best of his knowledge and belief that:

6] The Annual Report on Form 10-K for the yeur ended December 31, 2006 (the “Report”) fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2 The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company. :

Date: February 12, 2007 ,
/S/ ROBERT L. RECCHIA
Robert L. Recchia

Chief Financial Officer

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit o the Form
10-K and shall not be considered filed at part of the Form 10-K.
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VALASSIS DIRECTORY

VALASSIS WORLD
HEADQUARTERS

19975 Victor Parkway, Livonia, M| 48152
(734} 591-3000

www.valassis.com

U.S. LOCATIONS

Albuguergue, New Mexico | Avburn, Washington
Aurora, Colorado | Austell, Georgia | Beileville,
Michigan | Brentwood, Tennessee | Burr Ridge,
[ltinois | Calexico, California | Charlotte, North
Carolina | Cherry Hill, New Jersey | Cincinnati,
Ohio | Columbia, Marytand | Compton, California

Costa Mesa, California | Dallas, Texas | Deerfield,

lllinais | Deer Park, Texas | Durham, North
Carolina | East Taunton, Massachusetts | Edison,
New Jersey | El Paso, Texas | Encino, California
Evansville, Indiana | Florence, Kentucky | Folcroft,
Pennsylvania | Houston, Texas | Independence,
Ohio | Kansas City, Missouri | King of Prussia,
Pennsytvania | Las Vegas, Nevada { Lincaln,
Massachusetts | Livonia, Michigan | Louisville,
Kentucky | Miami Lakes, Florida | Mitwaukee,
Wisconsin | Minneapolis, Minnesota | Newark,
California | Newark, Delaware | Norfalk, Virginia
Northborough, Massachusetts | Orlando, Florida
Phoenix, Arizona | Pittsburgh, Pennsyivania
Richmond, Virginia | Sacramento, California

Salt Lake City, Utah | San Antonio, Texas | San
Diego, California | Schaumburg, Ninois | Shelton,
Connecticut | St. Louis, Missouri | Sunrise,
Flarida | Tampa, Flerida | Tigard, Oregon | Tustin,
California | Upland, California | Wichita, Kansas
Windsor, Connecticut | Worthington, Ohio

INTERNATIONAL LOCATIONS
Aranjuez, Spain | Boulegne-Billancourt,
France | Corby, England | Delicias, Mexico
Hamburg, Germany | Juarez, Mexico
Mexicali, Mexico | Mitan, italy | Mississauga,
Canada | Nuevo Laredo, Mexico | Shanghai,
China | Toronto, Canada

INDEPENDENT AUDITORS
Deloitte & Touche LLP

CORPORATE GOVERNANCE
Valassis remains committed to the high
standards of corporate governance. Qur
corporate governance guidelines, code of
business conduct and ethics and detailed
information about our board committees and
charters are available on the “investor relations™
section of www.valassis.com.,

BOARD OF DIRECTORS
Joseph B. Anderson Jr. {A)
Chairman and CEQ,

TAG Holdings, LLC, Troy, Michigan

Patrick F. Brennan (A} {C}
Retired President and CED,
Consolidated Papers, Inc.

Kenneth V. Darish (A} {G}
CFO, BBDO Windsor, an Omnicom company

Barry P. Hoffman
Valassis Executive Vice President
and General Counsel

Dr. Walter H. Ku, Ph.D (G}
Professor of Electrical and Computer
Engineering, University of California, San Diego

Robert L. Recchia (F)
Valassis Executive Vice President and CFO

Marcella A. Sampson {C) (G)
Retired Dean of Students and Director of Career
Services, Central State University, Chio

Alan E Schaltz {t)
Valassis Chairman of the Board,
President and CEQ

Ambassador Faith Whittlesey (A) (C) {E)
Chairman of the Board, American Swiss
Foundation, New Yerk; President, Maybrook
Associates, Inc.

Board Committees:

A — Audit

C — Compensation/Stock Option

E - Executive

G — Cerporate Governance/Nominating

EXECUTIVE OFFICERS
Alan F. Schulz
Chairman of the Board, President and CED

Richard P. Herpich
Executive Vice President, U.S. Sales
Valassis Sales & Marketing Services, Inc.

Barry P. Hoffman
Executive Vice President and General Counsel

William F. Hogg, Jr.

Executive Vice President,
Manufacturing & Client Services
Valassis Manufacturing Company

Brian J. Husselbee
President and CEQ
NCH Marketing Servicas, Inc.

Robert A. Mason
President, ADVO, Inc.

Robert L Recchia
Executive Vice President and CFO

Certain statements found in this document
constitute “forward-looking statements” within
the meaning of the Private Securities Litigation
Reform Act of 1995. Such forward-looking
statements involve known and unknown risks
and uncertainties and other factors which

may cause the actual results, performance or
achisvements of the Company to be materially
different from any future results, performance
or achievements expressed or implied by such
forward-looking statements. Such factors
include, among others, the following: price
competition from the Company's existing
competitors; new competitors in any of the
Company's businesses; a shift in customer
preference for different promotional materials,
strategies or coupon delivery methods; an
unforeseen increase in the Company's paper

or postal costs; economic disruptions caused
by terrorist activity, armed conflict or changes
in general economic conditions; changes
which affect the businesses of the Company’s
customers and lead to reduced sales promotion
spending; challenges and costs of achieving
synergies in connection with the ADVO
acquisition and integrating ADVO's operations;
or the ability of the Company to generate a
sufficient amount of cash flow to meet its debt
obligations. The Company disclaims any intention
or abligation to update or revise any forward-
looking statements, whether as a result of new
information, future events or otherwise.
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The Valassis

ANNUAL MEETING

TUESDAY, MAY 15, 2007
VALASSIS WORLD HEADQUARTERS, 19975 VICTOR PARKWAY-" - o

9 a.m. (EDT)

LIVONIA, MICHIGAN 48152 .

SHAREHOLDER
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(734} 591-7374

NYSE: VCI
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IN REGISTRATION OR ADDRESS,
LOST CERTIFICATES AND OTHER
SHAREHOLDER ACCOUNT MATTERS
SHOULD BE DIRECTED TO:

NATIONAL CITY BANK
CORPORATE TRUST OPERATIONS
P.0. BOX 92301, DEPT. 5352
CLEVELAND, OH 44193-0800

(800) 622-6757
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